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DEPARTMENT  OF  ADMINISTRATION 

PUBLIC  EMPLOYEES'  RETIREMENT  DIVISION 


MARC  RACICCDT,  GOVERNOR 


STATE  OF  MONTANA' 


C406)  444. 3154  TELEFAX  (406)  444-5428 


1712  9TH  AVENUE 

POBOX  200131 

HELENA,  MONTANA  59620-0131 


December  23,  1996 


The  Honorable  Marc  Racicot 
Governor  of  Montana 
Room  204  State  Capitol 
PO  Box  200801 
Helena  MT    59620-0801 


Dear  Governor  Racicot: 

The  Public  Employees  Retirement  Board  is  pleased  to  submit  its  Comprehensive  Annual  Financial 
Report  (CAFR)  for  the  fiscal  year  ended  June  30,  1996,  in  accordance  with  19-2-407,  MCA. 

The  Public  Employees'  Retirement  Board  administers  eight  separate  retirement  systems.  Each 
system  is  reported  in  this  CAFR.  They  include  the  Public  Employees'  Retirement  System  (in  its 
51st  year  of  operation),  the  Municipal  Police  Officers',  Game  Wardens',  Sheriffs',  Judges', 
Highway  Patrol  Officers '  and  Firefighters '  Unified  Retirement  Systems  as  well  as  the  Volunteer 
Firefighters'  Compensation  Act.  The  CAFR  is  divided  into  five  sections:  an  Introductory  Section, 
which  contains  the  table  of  contents,  letter  of  transmittal,  schedule  of  consultants,  schedule  of 
administrative  expenses,  administrative  organization  and  a  map  depicting  the  distribution  of 
retirees  served  throughout  the  United  States  and  in  foreign  countries;  a  Financial  Section,  which 
contains  the  report  of  the  Independent  Auditors,  the  financial  statements  of  the  system  and  certain 
required  supplementary  information;  an  Investment  Section,  which  contains  a  report  on  investment 
activity,  investment  policies,  investment  results,  and  various  investment  schedules;  an  Actuarial 
Section,  which  contains  an  Actuary's  Certification  Letter  and  the  results  of  the  bi-annual  actuarial 
valuation;  and  a  Statistical  Section,  which  includes  significant  data  pertaining  to  the  systems. 
These  last  four  sections  are  included  with  each  retirement  system.  We  trust  that  you  and  the 
members  of  the  systems  will  find  this  CAFR  helpful  in  understanding  your  retirement  systems. 

Fiduciary  responsibility  of  the  systems  rests  with  the  Public  Employees'  Retirement  Board 
consisting  of  six  members  appointed  by  the  Governor  to  five-year  staggered  terms.  Responsibility 
for  both  the  accuracy  of  the  data,  and  the  completeness  and  fairness  of  the  presentation,  rests  with 
the  Public  Employees'  Refirement  Division.  This  CAFR  was  prepared  to  conform  with  the 
principles  of  governmental  accounting  and  reporting  set  forth  by  the  Governmental  Accounting 
Standard  Board.  Transactions  of  the  systems  are  reported  on  the  accrual  basis  of  accounting. 
Sufficient  internal  accounting  controls  exist  to  provide  reasonable  assurance  regarding  the 
safekeeping  of  assets  and  fair  presentation  of  the  financial  statements  and  supporting  schedules. 
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Comparative  Summaries  Across  Systems 

The  following  schedules  illustrate  six  year  trend  information  regarding  benefit  payments,  benefit 
recipients  and  active  membership  for  each  of  the  eight  retirement  systems  administered  by  the 
PERD.  A  map  depicting  the  number  of  benefit  recipients  by  location  can  be  found  on  page  13. 


Comparative  Summary  of  Benefit  Payments 

(in  thousands  of  dollars) 

FY  1991 

FY  1992 

FY  1993           FY  1994 

FY  1995 

FY  1996 

PERS 

$54,154 

$59,016 

$62,856 

$73,013 

$78,646 

$80,241 

MPORS 

4,843 

5,330 

5,908 

6,213 

6,562 

6,840 

GWRS 

717 

779 

831 

928 

1,046 

1,093 

SRS 

729 

781 

883 

964 

1,096 

1,295 

JRS 

574 

637 

797 

745 

928 

1,174 

HPORS 

1,897 

2,350 

2,695 

2,933 

3,213 

3,435 

FURS 

4,494 

4,851 

5,041 

5,177 

5,400 

5,755 

VFCA 

Tc 

737 

699 

790 

793 

834 

737 

tals            $68,145 

$74,443 

$79,801 

$90,766 

$97,725 

$100,570 

Comparative 

Summary  of  Retired  Members  and  Benefit  Recipients 

FY  1991 

FY  1992 

FY  1993 

FY  1994 

FY  1995 

FY  1996 

PERS 

10,429 

10,734 

11,028 

11,961 

12,144 

12,344 

MPORS 

429 

436 

465 

482 

490 

507 

GWRS 

59 

61 

64 

69 

74 

75 

SRS 

93 

99 

103 

111 

118 

142 

JRS 

31 

31 

32 

34 

46 

47 

HPORS 

191 

201 

208 

221 

229 

236 

FURS 

396 

401 

406 

417 

414 

435 

VFCA 

To 

521 

561 

613 

643 

672 

724 

tals               12,149 

12,524 

12,919 

13,938 

14,187 

14,510 
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Comparative  Summary  of  Active 

Membership 

¥\  1991 

FY  1992 

FY  1993 

FY  1994 

FY  1995 

FY  1996 

PERS 

26,908 

27,473 

26,727 

27,044 

27,464 

27,895 

MPORS 

445 

453 

470 

480 

509 

527 

GWRS 

91 

87 

86 

85 

80 

92 

SRS 

525 

521 

525 

552 

554 

582 

JRS 

43 

43 

44 

44 

44 

44 

HPORS 

203 

203 

197 

202 

203 

211 

FURS 

416 

420 

402 

412 

414 

418 

VFCA* 

Totals 

NA 

NA 

2,738 

NA 

NA 

2,474 

28,631 

29,200 

31,189 

28,819 

29,268 

32,243 

*VFCA  Active  membership  information  is  not  available  during  years  it  did  not  receive  an  actuarial 

valuation. 

Additions  to  Plan  Net  Assets 

The  collection  of  employer  and  employee  contributions,  as  well  as  income  from  investments, 
provide  the  reserves  needed  to  finance  retirement  benefits.  Contributions  and  investment  income 
for  fiscal  year  1996  totaled  $336,926.615. 


Additions  to  Plan  Net  Assets 

Inc/(Dec) 

Inc/(Dec) 

FY  1996 

FY  1995 

Amount 

Percentage 

Member  Contributions 

$48,821,392 

$46,017,795 

$2,803,597 

6.09% 

Employer  Contributions 

49,082,702 

46,512,051 

2,570,651 

5.53% 

State  Contributions 

9,415,567 

9,112,683 

302,884 

3.32% 

Retirement  Incentive  Program 

Contrib.                590,937 

199,260 

391,677 

196.57% 

Membership  Fees 

29,151 

29,680 

(529) 

(1.78)% 

Interest  Reserve  Buybacic 

176,945 

120,120 

56,825 

47.31% 

Operating  Income 

9,682 

28,800 

(19,118) 

(66.38)% 

Registration  Fees 

270,833 

274,117 

(3,284) 

(1.20)% 

License  Fees 

638,840 

592,635 

46,205 

7.80% 

Fines  &  Forfeitures 

0 

156,382 

(156,382) 

(100.00)% 

Court  Fees 

952,934 

1,006,421 

(53,487) 

(5.31)% 

Investments 

226,937,632 

252,419,740 

(25,482,108) 

(10.10)% 

Totals       $336,926,615 

$356,469,684 

($19,543,069) 

(5.48)% 
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Member  and  employer  contributions  increased  by  $2,803,597  (6.09%)  and  $2,570,651  (5.53%), 
respectively.  The  increase  in  contributions  was  attributable  to  higher  salaries  and  additional 
members  during  the  period.  Contribution  rates  remained  substantially  the  same.  The  Retirement 
Incentive  Program  Contributions  (RIP)  increased  due  to  an  increase  in  members  retiring  under  the 
new  provision  of  the  Employee  Protection  Act  for  members  affected  by  reduction  in  force.  Fines 
and  forfeimres  are  no  longer  collected  under  the  Game  Wardens'  Retirement  System  act  because 
there  no  longer  exists  an  unfunded  liability  for  that  system. 

Deductions  to  Plan  Net  Assets 

The  principal  purpose  for  which  the  systems  were  created  was  to  provide  retirement  benefits, 
survivor  benefits,  and  total  and  permanent  disability  benefits  to  qualified  members  and  their 
beneficiaries.  The  cost  of  such  programs  includes  recurring  benefit  payments  as  designated  by  the 
plans,  refunds  of  contributions  to  terminated  employees,  and  the  cost  of  administering  the 
systems. 


Deductions  to  Plan  Net  Assets 

Inc/(Dec) 

Inc(Dec) 

FY  1996 

FY  1995 

Amount 

Percentage 

Benefit  Payments 

$100,569,097 

$97,724,633 

$2,844,464                  2.91% 

Member  Refunds 

,   10,616,567 

10,099,971 

516,596                  5.11% 

Employer  Refunds 

333,384 

366,718 

(33,334)               (9.09)% 

Supplemental  Insurance  Benefits 

14,700 

20,535 

(5,835)              (28.41)% 

Administrative  Expenses* 

1,177,095 

1,122,474 

54,621                  4.87% 

Operating  Expenses 

14,034 

12,183 

1,851                 15.19% 

Investment  Expenses 

970,958 

731,625 

239,333                 32.71% 

Totals       $113,695,835 

$110,078,139 

$3,617,696                  3.29% 

*See  page  14  for  a  Schedule  of  Administrative  Expenses. 

Expenses  for  fiscal  year  1996  totaled  $113,695,835,  an  increase  of  3.29  percent  over  fiscal  year 
1995  expenses.  The  increase  in  expenses  resulted,  primarily,  from  an  increase  in  benefit  payments 
and  member  refunds.  Revenues  of  $336,926,615  exceeded  expenses  of  $113,695,835  by 
$223,230,780  during  fiscal  year  1996. 

Investments 

The  investments  of  the  systems  are  governed,  primarily,  by  an  investment  authority  known  as  the 
"prudent  expert  principle."  The  "prudent  expert  principle"  establishes  a  standard  for  all 
fiduciaries,  which  includes  anyone  that  has  authority  with  respect  to  the  fund.  The  prudent  expert 
principle  states  that  fiduciaries  will  discharge  their  duties  solely  in  the  interest  of  the  fund 
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participants  and  beneficiaries  and  with  the  degree  of  diligence,  care  and  skill  which  prudent 
experts  would  ordinarily  exercise  under  similar  circumstances  in  a  like  position.  By  permitting 
further  diversification  of  investments  within  a  fund,  the  prudent  expert  principle  may  enable  a 
fund  to  reduce  overall  risk  and  increase  remrns.  A  summary  of  the  asset  allocation  can  be  found 
in  the  Investment  Section  of  each  retirement  system. 

The  "prudent  expert  principle"  permits  the  Board  to  establish  an  investment  policy  based  upon 
certain  investment  criteria  and  allows  for  the  delegation  of  investment  authority  to  the  Board  of 
Investments,  Department  of  Commerce.  The  statement  of  investment  policy  outlines  the 
responsibility  for  the  investment  of  the  funds  and  the  degree  of  risk  that  is  deemed  appropriate  for 
the  funds.  Investment  officers  are  to  execute  the  investment  policy  in  accordance  with  statutory 
authority,  the  Board  policy  and  their  respective  guidelines,  but  are  to  use  full  discretion  within 
the  policy  and  guidelines.  For  fiscal  year  1996,  the  PERS'  investments  provided  a  7.85  percent 
rate  of  return.  The  PERS'  annualized  rate  of  remrn  over  the  last  five  years  has  averaged  8.16 
percent  per  year. 

Funding 

Pension  funds  are  well-funded  when  there  is  enough  money  in  reserves  to  meet  all  expected  future 
obligations  to  participants.  The  systems'  funding  objective  is  to  meet  long-term  benefit  promises 
through  contributions  that  remain  approximately  level  as  a  percent  of  member  payroll.  The  greater 
the  level  of  funding,  the  larger  the  ratio  of  assets  accumulated  to  the  actuarial  accrued  liability  and 
the  greater  the  level  of  investment  potential.  The  advantage  of  a  well-funded  plan  is  that  the 
participants  can  look  at  assets  that  are  committed  to  the  payment  of  benefits.  A  detailed  discussion 
of  funding  is  provided  in  the  Actuarial  Section  of  each  retirement  system. 

Professional  Services 

Professional  consultants  contract  with  the  Board  to  perform  professional  services  that  are  essential 
to  the  effective  and  efficient  operation  of  the  systems.  An  opinion  from  the  Independent  Auditors 
and  the  actuary  are  included  in  this  report  for  each  retirement  system.  Outside  consultants 
contracted  by  the  Board  are:  llendrickson.  Miller  &  Associates,  Inc.,  Dr.  Lawrence  R.  McEvoy,  Dr. 
Robert  J.  Bateen,  Comserv,  Inc.,  International  City  Managers  Association  (ICMA).  Others  include: 
the  Board  of  Investments,  the  Information  Services  Division,  the  Legislative  Audit  Division,  the 
Professional  Development  Center  and  Kelly  Jenkins,  Legal  Counsel.  A  .schedule  of  consultants 
appears  on  page  15. 
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The  reporting  employers  of  each  retirement  system  form  the  link  between  the  systems  and  its 
members.  Their  cooperation  contributes  significantly  to  the  success  of  the  systems.  We  hope  the 
employers  and  their  employees  find  this  report  informative. 

On  behalf  of  the  Board,  we  would  like  to  take  this  opportunity  to  express  our  gratitude  to  the 
staff,  the  advisors,  and  to  the  many  people  who  have  worked  so  diligently  to  assure  the  successful 
operation  of  the  systems. 


Respectfully  submitted, 

Michael  O'Connor,  Acting  Administrator 
Public  Employees'  Retirement  Division 


""7  Ijl.^^--^''^'^-^'' 

Terry  Teichrow,  President 

Public  Employees'  Retirement  Board 


12  Montana  PERB's  Comprehensive  Annnual  Financial  Report 


INTRODUCTORY  SECTION 


Public  Employees'  Retirement  Board 

Distribution  of  Benefit  Recipients  by  Location 
as  of  June  30, 1996 


Recipients  outside  the  Continental  US  include: 
Alaska  -  13  Canada  -  6    England  -  1    Philippines  - 1 
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Public  Employees'  Retirement  Board 

Schedule  of  Administrative  Expenses 
Year  Ended  June  30,  1996 


Personal  Services 


Salaries                                                      $ 

471,577 

Board  Members'  Per  Diem 

7,200 

Employee  Benefits 

125,615 

Total  Personal  Services 

Other  Services 

Consulting  Services                                    $ 

63,796 

Janitorial  Services 

2,820 

Legal  Fees  and  Court  Costs 

56,079 

Payroll  and  Audit  Fees 

32,823 

Medical  Services 

7,959 

Microfilming 

5,692 

Records  Storage 

3,460 

Pre-Retirement  Seminars 

1,500 

Computer  Processing 

115,982 

Computer  Systems  Development 

26,731 

Printing  and  Photocopy  Charges 

19,817 

Warrant  Writing  Services 

34,526 

Other 

22,266 

Total  Other  Services 

Communications 

Postage  and  Mailing                                   $ 

49,341 

Telephone 

8,156 

Total  Communications 

Other  Expenses 

Supplies  and  Materials                                $ 

39,064 

Travel 

21,111 

Rent 

5,287 

Utilities 

6,751 

Repair  and  Maintenance 

4,585 

Depreciation/ Amortization 

3,640 

Compensated  Absences 

16,406 

Equipment 

8,838 

Miscellaneous 

16,073 

Total  Other  Expenses 

Total  Administrative  Expenses 

604,392 


393,451 


57,497 


121,755 


1,177,095 
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Public  Employees'  Retirement  Board 


Schedule  of  Consultants 


Consultants 

Individual  or  Firm 

Nature  of  Service 

Hendrickson,  Miller,  &  Associates,  Inc 

Actuarial  Consultant 

Kelly  Jenkins,  Dept.  of  Administration 

Legal  Counsel 

Lawrence  R.  McEvoy,  MD 

Medical  Consultant 

Robert  J.  Bateen,  PHD 

Psychological  Counseling  Service 

Board  of  Investments.  Dept.  of  Commerce 

Investment  Managers 

Information  Services  Division, 

Dept  of  Administration 

Systems  Design  and  Processing 

Legislative  Audit  Division 

Independent  Auditors 

Comserv,  Inc 

Death  Information  System  Services 

Professional  Development  Center 

Dept.  of  Administration 

Presents  Retirement  Planning  Seminars 

International  City  Managers  Association  (ICMA) 

Presents  Financial  Planning  Seminars 
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Public  Employees'  Retirement  Board 


The  Public  Employees'  Retirement  Board  as  pictured  from  left  to  right  are:  Eleanor  Pratt, 
Fred  Flanders,  Carol  Lambert,  Terry  Teichrow,  Carole  Carey,  and  Troy  McGee. 


Terry  Teichrow,  President 

Helena 

Active  Member 

Education  Specialist 

Office  of  Public  Instruction 

Termexp.  3/31/2000 


Carole  Carey,  Vice  Pres. 

Ekalaka 

Active  Member 

Clerk  of  District  Court 

Carter  County 
Termexp.  3/31/1997 


Eleanor  Pratt 

Glasgow 

Active  Member 

Commissioner 

Valley  County 

Termexp.  3/31/1999 


Carol  Lambert 

Hammond 

Private  Citizen 

Rancher 

Termexp.  3/31/2001 


Troy  McGee 

Helena 
Retired  Public  Employee 

Termexp.  3/31/1998 


Fred  Flanders 

Helena 

Private  Citizen 

Valley  Bank,  President 

Termexp.  3/31/1998 
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Public  Employees'  Retirement  Division 

Organizational  Chart 


Public  Employees '  Retirement  Board 


Linda  Owen 
PERB  Secretan 


State  of  Montana 
Department  of  A  dministration 


2 


Doreen  Charlton 

Receptionist 


Pat  McSamer 

Admin  Support 


I 


_i 


Linda  King 

Administrator 


1 


Michael  O'Connor 

Operations  Bureau  Chief 


} 


Keith  McCallum 

Administrative  Officer 


Kim  Flatow 

Benefits  Bureau  Chief 


Mary  Popp 

Active  Database  Mgr 


] 


Roxanne  Minnehan 

Asst  Bureau  Chief 


1 


i_ 


Leanne  Brewer 

Data  Fntrv 


Mary  Lou  Fulton 

Refund  Clerk 


Linda  Cuchine 

Accountant 


1 


Ian  Steel 

Disability  Examiner 


] 


Donna  Coman 

Retiree  Database  Mgr 


Jere  Trainor 

Acctg  Clerk 


Irma  Wipperman 

Admin  Support 


Helen  Hammond 

Benefits  Bureau  Supr 


Donna  Bley 

Benefit  Analyst 


Bernie  Fredrick 

Benefit  Analyst 


Kathy  Herbel 

Benefit  Analyst 


1 
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Public  Employees  ^  Retirement  System 


Bannack,  Montana  Territory's  first  capital,  grew  on  the  site  of  Grasshopper  Creek  where  John 
White  discovered  gold  on  July  28,  1862.  Depicted  was  once  the  Hotel  Meade,  Photo 
compliments  of  Roxanne  Minnehan,  PERD. 


^inandat 
Section 


MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DTVISION 

INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Public  Employees'  Retirement 
System  as  of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net  Assets  for  each 
of  the  two  fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in  these  financial 
statements  is  the  responsibility  of  the  system's  management.  Our  responsibility  is  to  express  an  opinion 
on  diese  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Public  Employees'  Retirement  System  at  June  30,  1996  and  1995,  and  the 
results  of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally 
accepted  accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Employer  Contributions  are  not  a  required  part 
of  the  basic  financial  statements  but  are  supplementary  information  required  by  the  Governmental 
Accounting  Standards  Board.   We  have  applied  certain  limited  procedures,  which  consisted  principally 
of  inquiries  of  management  regarding  the  methods  of  measurement  and  presentation  of  the 
supplementary  information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  30,  1996 


Room  135,  State  Capitol  Building,  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 


PERS  FINANCIAL  SECTION 


Public  Employees'  Retirement  System 

Statements  of  Plan  Net  Assets 
as  of  June  30, 1996  and  1995 


1996 


1995 


Assets 
Cash  and  Short-term  Investments 


52,797,666    $ 


60,817,283 


Receivables 

Interest 

7,919,239 

12,295,653 

Interest  Purchased 

5,417 

Accounts  Receivables 

4,787,491 

5,015,567 

Total  Receivables 

12,706,730 

17,316,637 

Investments,  at  fair  value  (Note  A. 3) 

Common  Stock 

656,598,016 

530,657,274 

Leveraged  Buy-Outs 

29,863,176 

24,138,310 

MT  Convertible  Pool 

50,152,423 

47,380,450 

Mortgages 

85,908,644 

64,596,333 

Real  Estate  Investment 

2,519,000 

Retirement  Fund  Bond  Pool 

848,822,604 

806,657,753 

Venture  Capital 

11,038,230 

10,894,921 

Total  Investments 

1,684,902,093 

1,484,325,041 

Property  and  Equipment,  at  cost. 

net  of  accumulated  depreciation 

(Note  A. 2) 

247,066 

225,734 

Total  Assets 

1,750,653,555 

1,562,684,695 

Liabilities 

Accounts  Payable 

860,122 

734,131 

Deferred  Revenue 

16,957 

16,161 

Compensated  Absences 

101,827 

85,421 

Total  Liabilities 

978,906 

835,713 

Net  Assets  Held  in  Trust  for  Pension  Benefits 

(A  schedule  of  funding  progress  for  this 

plan  is  presented  on  page  34.) 

$ 

1,749,674,649 

$        1,561,848,982 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Public  Employees'  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30, 1996  and  1995 


Additions 

Contributions 

Employer  (Note  C.2)  $ 

Plan  Member  (Note  C.l) 
Membership  Fees 
Interest  Reserve  Buyback 
Retirement  Incentive  Program  (Note  B.7) 
Total  Contributions 

Operating  Income 

Charges  For  Services 
Operating  Income 

Total  Operating  Income 

Investment  Income  (Note  A, 3) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Nel  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 

Refund  of  Member  Contributions  (Note  B.6) 

Employer  Refund 

Administrative  Expense 

Rent  Expense 

Total  Deductions 

Net  Increase 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A. 4) 
Beginning  of  Year  Restated 
End  of  Year  $ 


1996 


1995 


41,279,935 

$             39,109,299 

43,523,879 

41,344,180 

29,151 

29,680 

171,703 

24,025 

590,937 

199,260 

85,595,605 

80,706,444 

4,800 

28,800 

4,882 

9,682 

28,800 

96,492,217 

127,377,409 

81,299,339 

71,068,976 

17,021,814 

14,729,514 

194,813,370 

213,175,899 

866,408 

655,481 

193,946,962 

212,520,418 

279,552,249 

293,255,662 

80,241,246 

78,645,709 

10,111,951 

9,442,652 

305,368 

320,528 

1,053,983 

998,536 

14,034 

12,183 

91,726,582 

89,419,608 

187,825,667 

203,836,054 

1,561,848,982 

1,202,058,615 

155,954,313 

1,561,848,982 

1,358,012,928 

1,749,674,649 

$       1,561,848,982 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 


Montana  PERB's  Comprehensive  Annual  Financial  Report 


25 


PERS  FINA.XCIAL  SECTION 


Public  Employees'  Retirement  System 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


T 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Public 
Employees'  Retirement  System  (PERS),  a  statewide  retirement  plan  established  in 
1945  in  accordance  with  Title  19,  chapters  2  &  3  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  PERS  is  part  of  the  primary  government  of  the  State  of  Montana.  The  PERS 
is  not  a  component  unit  of  the  State.  The  accounting  records  and  financial 
statements  are  prepared  by  the  Public  Employees'  Retirement  Division  (PERD) 
using  the  accrual  basis  of  accounting.  Plan  member  contributions  are  recognized 
in  the  period  in  which  the  contributions  are  due.  Employer  contributions  are 
recognized  when  due  and  the  employer  has  made  a  formal  commitment  to  provide 
the  contributions.  Benefits  and  refunds  are  recognized  in  the  accounting  period  in 
which  they  are  earned  and  become  measurable.  Administrative  expenses  are 
financed  through  investment  earnings  and  membership  fees. 

2.  Property  and  Equipment  Used  in  Operations 

The  PERS  building  is  a  fixed  asset  used  in  operations  and  is  reported  at  historical 
cost  (plus  improvements)  net  of  depreciation.  The  depreciation  is  calculated  using 
the  straight  line  method  over  the  estimated  useful  life  of  40  years.  Land  is 
presented  at  historical  cost.  Equipment  is  recorded  at  cost  less  straight  line 
depreciation  over  the  estimated  useful  life  of  five  to  ten  years. 

3.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  staUitorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  four  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
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(Montcomp).  Retirement  Funds  Bond  Pool  (RFBP)  and  the  Montana  Convertible 
Securities  Pool  (MTCVP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

b.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank,  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Equity  investments, 
traded  on  a  national  security  exchange,  are  stated  at  the  last  reported  sales 
price  on  valuation  day,  while  equity  securities  traded  in  the  over-the- 
counter  market  are  stated  at  the  last  quoted  bid  price.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
structure  differs  from  the  basic  corporate  convertible  preferred  structure 
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and  are  required  to  be  disclosed  per  GASB.  These  security  structures 
include  one  holding  in  Automatically  Convertible  Equity  Security  (ACEs) 
and  two  holdings  in  Dividend  Enhanced  Common  Stock  (DECs). 
Investments  in  common  stock  cannot  exceed  50%  of  the  fund  [17-6-201, 
MCA]. 

c.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  its  custodial  bank.  State  Street  Bank.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed, 
at  least,  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASB.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $1 1,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  MTCVP  portfolio  includes  convertible  corporate  debt  consisting  of  coupon 
and  zero  coupon  bonds  and  convertible  equity  securities.  Investments  are 
presented  at  market  value.  Market  values  for  publicly  traded  securities  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  the  State  Street  Bank  or  various  brokerage  services. 
Premiums  and  discounts  are  amortized  using  an  interest  method  over  the 
life  of  the  security.  Unit  values  are  calculated  once  a  month  at  the  close  of 
the  last  business  day  of  the  month  based  upon  the  market  value  of  the 
MTCVP  bond  and  preferred  stock  holdings  and  other  assets.  Units  are 
bought/sold  on  the  first  business  day  of  each  month  upon  the  decision  of 
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the  Board  of  Investment's  Chief  Investment  Officer.  Investment  income  is 
distributed  on  the  first  calendar  day  of  the  month.  At  June  30,  1995,  the 
MTCVP  portfolio  included  four  convertible  security  holdings  whose 
structure  differs  from  the  basic  corporate  convertible  bond/preferred 
structure.  These  security  structures  include  one  holding  in  Participating 
Equity  Notes  (PENs),  one  holding  in  Preferred  Equity  Redemption 
Coupons  (PERCs)  and  two  holdings  in  Dividend  Enhanced  Common  Stock 
(DECs).  On  June  6,  1996,  the  Board  of  Investments  approved  liquidation 
of  the  MTCVP  and  creation  of  an  international  equity  pool.  Proceeds  from 
sale  of  securities  were  invested  in  the  STIP.  Not  all  transactions  were 
complete  by  fiscal  year  end. 

e.  Other  Investments  include  real  estate,  venmre  capital,  leveraged  buy-outs 

and  mortgages.  Venture  capital  represents  private  equity  investments  in 
early  stage  financing  of  rapidly  growing  companies  with  an  innovative 
product  or  service.  Leveraged  buy-outs  permit  investment  groups  to  acquire 
a  company  by  leveraging  debt,  as  a  financing  technique,  to  establish  a 
significant  ownership  position  on  behalf  of  the  company's  current 
management  team.  Real  estate  investments  and  residential  and  commercial 
mortgages  are  valued  based  on  a  discounted  cash  flow.  All  other 
investments  are  presented  at  market  value.  Market  values  are  determined, 
primarily,  by  reference  to  market  prices  supplied  to  the  Board  of 
Investments  by  its  custodial  bank,  State  Street  Bank  or  various  brokerage 
services. 

4.  Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $155,954,313  includes  the 
cumulative  effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement 
No.  25,  which  requires  investments  be  reported  at  market  value,  of  $157,615,878 
and  (2)  a  change  in  the  accounting  method  of  recognizing  gains  and  losses  on  bond 
swaps  in  fiscal  year  1995  of  $(1,661,565). 


B.        Plan  Description 

The  PERS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan  that  covers  the  State, 
university  system,  and  local  governments.  The  PERS  provides  retirement,  disability  and 
death  benefits  to  plan  members  and  their  beneficiaries.  Benefits  are  vested  after  five  years 
of  membership  service.  The  authority  to  establish,  amend  and  provide  cost  of  living 
adjustments  for  the  plan  is  assigned  to  the  State  Legislature.  Membership  of  the  PERS 
consisted  of  the  following  at  June  30,  1996,  the  date  of  the  last  actuarial  valuation: 
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PERS  Membership 

June  30 

,  1996 

June  30, 1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

11,790 

11,310 

Disability  Retirements* 

310 

589 

Survivor  Benefits 

244 

245 

Terminated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

1,391 

1,308 

Non-vested 

7,075 

7,370 

Active  Plan  Members 
Total 

27.895 

27.464 

48,705 

48,286 

*1996  decrease  due  to  conversion  of  disability 

retirements  to  service  retirement  status 

PERS  Employer 

Types 

EMPLOYERS 

June  30, 

1996 

June  30, 

1995 

State  Agencies 

38 

47 

Counties 

55 

55 

Cities/Towns 

86 

86 

Colleges/Universities 

6 

6 

School  Districts 

232 

232 

Other 

Number  of  PERS  employers 

7,5 

7,5 

492 

501 

See  pages  64-66  for  schedule  c 

)f  PERS 

empl 

jyers 

PERS  Active 

Members  by  Employer 

Type 

EMPLOYERS 

June  30,  1996 

June  30,  1995 

State  Agencies 

10,488 

10,431 

Counties 

5,430 

5,264 

Cities/Towns 

2,823 

2,699 

Colleges/Universities 

2,599 

2,533 

School  Districts 

5,628 

5,619 

Other 

Total  Active  Members 

927 

918 

27,895 

27,464 
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1. 


Retirement  Benefits 


A  member  may  retire  with  a  normal  service  retirement  benefit  after  both 
completing  at  least  five  years  of  membership  service  and  attaining  the  minimum 
service  retirement  age  of  60;  or  after  completing  30  years  of  membership  service, 
regardless  of  age;  or  after  reaching  age  65  while  an  active  member,  regardless  of 
years  of  service.  The  normal  retirement  benefit,  payable  monthly  for  life,  is  the 
greater  of  the  following  formulas: 


PERS  Benefit  Formula 

1)  1/56  ^  Years  of  Service  £S  Final  Average  Salary  (FAS),  or 

2)  the  actuarial  equivalent  of  double  the  member's  accumulated  regular 
contributions,  annuitized  over  the  expected  life  of  the  member 


FAS  is  the  member's  highest  average  gross  pay  during  any  36  consecutive  months 
of  membership  service. 

A  member  who  is  not  eligible  for  normal  service  retirement  may  retire  with  an 
actuarially  reduced  early  retirement  benefit  after  either  completing  at  least  five 
years  of  membership  service  and  attaining  age  50,  or  25  years  of  membership 
service,  regardless  of  age. 

When  applying  for  retirement,  members  may  choose  an  option  providing  benefits 
for  their  life  only,  or  choose  a  reduced  monthly  benefit  in  order  to  provide 
continuing  optional  benefits  for  designated  contingent  annuitants  upon  the  retired 
member's  death. 

Deferred  Benefits 

A  vested  member  leaving  covered  employment  before  attaining  minimum 
retirement  eligibility  may  receive  a  monthly  benefit  beginning  as  early  as  age  50, 
provided  the  member's  accumulated  contributions  are  left  on  deposit.  If  the 
inactive  member  dies  before  applying  for  retirement  benefits,  the  designated 
beneficiary  is  entitled  to  a  refund  of  the  member's  accumulated  contributions 
including  interest. 

Disability  Benefits 

An  active  member  with  five  or  more  years  of  membership  service,  who  becomes 
totally  and  permanently  disabled  from  performing  the  essential  duties  of  the 
member's  position,  is  eligible  for  a  disability  retirement.  If  the  disabled  member 


Montana  PERB's  Comprehensive  Annual  Einancial  Report 


31 


PERS  FINANCIAL  SECTION 


was  hired  on  or  before  February  24,  1991,  the  benefit  is  equal  to  the  higher  of 
either: 

25%  S$FAS,or 

90%  ^  1/56  ^  Years  of  Service  ^  FAS. 

If  the  disabled  member  was  hired  after  February  24,  1991,  (or  has  elected  this 
coverage)  the  benefit  is  calculated  as: 

1/56  ^  Years  of  Service  ^  FAS. 

4.  Death  Payments 

Upon  the  death  of  an  actively  employed  member  of  the  system,  the  designated 
beneficiary  is  entitled  to  either: 

a)  a  lump  sum  benefit,  consisting  of  one  month's  salary  for  each  year  of 
service,  up  to  a  maximum  of  six  months'  salary,  plus  the  member's 
accumulated  contributions  and  interest,  or 

b)  the  above  amount  annuitized  over  the  life  of  the  beneficiary,  or 

c)  if  the  deceased  member  had  at  least  five  years  of  membership  service,  the 
beneficiary  may  elect  a  monthly  benefit  based  on  the  salary,  service  and  age 
of  the  member  at  the  time  of  death. 

5.  Benefit  Enhancements  after  Retirement 

Post  retirement  adjustments  provide  annual  permanent  monthly  benefit  increases 
funded  from  annual  investment  earnings  exceeding  the  actuarially  required  8% 
yield.  Annual  increases  are  paid  to  eligible  recipients  based  on  years  of  service, 
current  age  and  the  retirement  option  chosen.  No  post  retirement  adjustment  was 
paid  in  either  January  1996  and  1995. 

6.  Refund  of  Contributions 

If  a  member  leaves  covered  employment  before  retirement,  member  contributions 
plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the  member 
returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest  the 
contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 
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Retirement  Incentive  Programs 

The  1993  Montana  Legislature  enacted  House  Bill  517-Retirement  Incentive 
Program  (RIP)  [19-3-908,  MCA]  providing  PERS  members  (eligible  for  a  service 
retirement)  an  incentive  to  terminate  between  June  25,  1993  and  December  31, 
1993.  Local  government  employers  participated  through  election  on  or  before  June 
1,  1993.  The  employer  purchased,  on  the  members'  behalf,  up  to  three  years  of 
"l-for-5"  additional  service  for  any  retirement  eligible  member  who  terminated 
employment  during  the  window.  A  total  of  898  members  took  advantage  of  the 
program  (630  from  state  agencies,  95  from  universities,  and  173  from  local 
government  agencies). 

The  1995  Montana  Legislature  provided  a  new  provision  of  the  Employee 
Protection  Act  (HB  490)  [19-2-706,  MCA]  allowing  state  employees  (eligible  for 
a  service  retirement)  whose  positions  have  been  eliminated  on  or  before  June  30, 
1997  to  have  their  employer  purchase  up  to  three  years  of  "l-for-5"  additional 
service.  As  of  June  30,  1996,  50  employees  have  taken  advantage  of  this 
provision. 

The  employer  has  up  to  ten  years  to  complete  payment  for  the  service  purchases 
and  is  charged  8%  interest  on  the  unpaid  balance.  Total  retirement  incentive 
contributions  received  (including  interest)  during  fiscal  year  1996  equaled 
$590,937.  Contributions  received  during  fiscal  year  1995  equaled  $199,260.  FY 
1996  outstanding  balances:  $834,735  (HB  517)  and  $87,565  (HB  490).  As  of  FY 
1995  HB  517  outstanding  balance  was  $960,070. 


Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  The  contribution  rate  for  fiscal  years  1996  and  1995  was 
6.7%  of  total  monthly  compensation.  Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  participating  employers.  An  individual  account 
is  established  for  each  member's  contributions  and  interest  allocations  until  a 
retirement  or  refund  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  During  fiscal  years  1996  and  1995,  each  state,  university 
system,  and  participating  local  government  employer  contributed  6.7%  of  their 
total  PERS-covered  payroll  to  the  retirement  system  on  a  monthly  basis. 
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Public  Employees'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets* 

—Entry  Age 

(UAAL) 

Ratio 

Payroll** 

Covered  Payroll 

Date 

(a) 

(b) 

(b-a) 

(a/b) 

(c) 

((b-a)/c) 

06/30/92 
06/30/94 
06/30/96 


$1,133,201,659 
1,366.864,055 
1,629,706,458 


$1,410,298,181 
1,625,720,205 
1,826,206,815 


$277,096,522  80.35%  $548,152,580  50.55% 

258,856,150   84.08%    572,973,634  45.18% 

196,500,357  89.24%   608,592,099  32.29% 


Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation  Method. 

**  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 
FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Public  Employees'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Employer  Contributions 


Year 

Annual 

Ended 

Required 

Percentage 

June  30 

Contribution 

Contributed 

1991 

$32,749,929 

95.31% 

1992 

35,174,951 

96.20% 

1993 

36,770,109 

99.64% 

1994 

38,389,233 

100.05% 

1995 

40,348.432 

96.93% 

1996 

40,775,671 

101.26% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 
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Public  Employees'  Retirement  System 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30,  1996 

Entry  age 

Level  percentage  of  payroll, 
open 

10.94  years 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%,  compounded  annually 

6.25% 
None 

None 
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Public  Employees'  Retirement  System 


Introduction 

The  investment  activity  of  the  Public  Employees'  Retirement  System  is  governed  by  the  Montana 
Constitution  and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule  requires 
the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and  diligence  that 
a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with  like  matters 
exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  hand  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  opportunity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  returns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Public  Employees'  Retirement  Systems'  assets 
is  realization  of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest 
possible  cost  to  employers  and  employees. 

The  basic  investment  objective  of  the  Board  of  Investments  is  achievement  of  a  total  rate  of  return 
which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3%  over  any 
five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over  any 
current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk.  For  Montana  loans,  maximum 
loan  size  is  $5  million. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Public  Employees'  Retirement  System's 
success  in  meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high  probability 
of  achieving  the  PERS's  basic  investment  objective  is-  50%  -  68%  fixed  income  investments  and 
32%  -  50%  equity  investments.  During  Fiscal  Year  1996,  the  PERS's  actual  asset  mix  was  57% 
fixed  income  investments  and  43%  equity  investments. 
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Target  Asset  Allocation 


(48.9%)  Retirement  Fund  Bond  Pool 


(0.6%)  Venture  Capital 
(5.0%)  Mortgages  -  Montana 

(0.2%)  Real  Estate 
(3.0%)  Short  Term  Investment  Pool 


(1.7%)  Leveraged  Buv-Outs 
(2.9%)  Convertibles  (MTCVP) 


(37.8%)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  PERS's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfoho  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  real  estate,  venture  capital,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  return  of  12.60%  for  fiscal  year  1996. 
At  June  30,  1996,  PERS's  portfolio  market  value  was  $1.7  billion,  and  increase  of  $192 
million  over  June  30,  1995. 


Total  Rates  of  Return  by  Asset  Class 

Asset  Class 

% 

Return 

Index 

% 

Return 

STIP 

5.91 

91  Day  T  Bill 

5.43 

Equities* 

23.52 

S&P500 

26.06 

Fixed  Income 

5.40 

LB  Aggregate  Bond 

5.01 

Miscellaneous** 

4.65 

NA 

All  Assets 

12.60 

Composite*** 

13.47 

*Includes  MTCP  (MT  Common  Stock),  MTCVP  (MT  Convertible  Bond  Pool)  and  Alternative  Equities 

**Montana  Mortgages  and  Equity  Real  Estate 

***An  Index  Composite  Paralleling  the  Fund's  Asset  Allocation  at  Market  Value 
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Public  Employees'  Retirement  System 

Asset  Mix  (market  value) 
as  of  June  30, 1996  and  1995 


Investment  Type 
RFBP  (Fixed  Income) 


1996  %  of  1995  %  of 

Market  Value     Total     Market  Value     Total 


Dollar  % 

Change        Change 


$848,822,604    48.87%     $806,657,753     52.21%       $42,164,851       5.23% 


Common  Stock  Pool 

$656,598,016 

37.80% 

$530,657,274 

34.36% 

$125,940,742 

23.73% 

Convertible  Pool 

50,152,423 

2.89% 

47,380,450 

3.07% 

2,771,973 

5.85% 

Leveraged  Buy-Outs 

29,863,176 

1.72% 

24,138.310 

1.56% 

5,724,866 

23.72% 

Venture  Capital 

10,488.230 

0.60% 

9,794,921 

0.63% 

693,309 

7.08% 

Equity  Real  Estate 

2,519.000 

0.15% 

0 

0.00% 

2,519,000 

N/A 

Other  Alternative  Equities 

550.000 

0.03% 

1.100.000 

0.07% 

(550,000) 

-50.00% 

Total  Equities 

$750,170,845 

43.19% 

$613,070,955 

39.69% 

$179,264,741 

29.24% 

Montana  Mongages 

$85,908,644 

4.95% 

$64,596,333 

4.18% 

$21,312,311 

32.99% 

STIP 

51.917,276 

2.99% 

60,601,378 

3.92% 

(8,684.102) 

-14.33% 

Total 

$1,736,819,369 

100.00% 

$_L544^26,419 

100.00% 

$191^92^950 

12.42% 

Actual  Asset  Allocation 

as  of  June  30, 1996 


(48.9%)  Retirement  Fund  Bond  Pool 


(0.2%)  Equity  Real  Estate 


(37.8%)  Common  Stock  Pool  (MTCOMP) 


(1.7%)  Leveraged  Buy-outs 
0A7<>)  Short  Term  Jnyestment  Pool 
(0.6%)  Venture  Capital 

(5.0%)  Mortgages  -  Montana 
(2.9%)  Convertible  Pool   (MTCVP) 
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Public  Employees'  Retirement  System 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 

68,341,406  Short  Term  Investment  Pool  $68,341,407 

32,000,000  United  States  Treasury  Bonds  39.575,040 

36,000,000  United  States  Treasury  Bonds  36,843,840 

34,000,000  United  States  Treasury  Bonds  35,721,080 

30,500,000  United  States  Treasury  Bonds  34,698,630 

31,000,000  United  States  Treasury  Bonds  34,385,820 

150,000,000  Student  Loan  Marketing  Association  33,750,000 

32,000,000  United  States  Treasury  Notes  31,434,880 

26,000,000  United  States  Treasury  Notes  25,792,780 

22,017,992  FNMA  Pool  303365  21,460,497 
PERS'  8,330.677  shares  represent  49.28%  of  the  total  RFBP  portfolio. 


Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

PERS'  1,423,500  shares  represent  49. 72%  of  the  total  Montcomp  portfolio. 


Par  Mortgages  Portfolio  Security  Name  Market  Value 

144,058,609  Montana  State  Residential  Mortgages  $139,276,771 

7,051,108  Multi-family  Mortgages  ^^  6,778,485 

PERS'  88,881.  714  shares  represent  34.32%c  of  the  total  Mortgage  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Public  Employees'  Retirement  System 

Investment  Summary 
as  of  June  30, 1996 

Percent  of  Total 
Type  of  Investment  Market  Value  Market  Value 

Fixed  Income: 
Retirement  Funds  Bond  Pool  $  848,822,604  48.87% 

Equities: 

Common  Stock  Pool  656,598,016  37.80% 

Convertible  Bond  Pool  50,152,423  2.89% 

Real  Estate  Investment  2,519,000  0.15% 

Alternative  Equities: 

Venture  Capital  10,488,230  0.60% 

Other  Alternative  Investments  550,000  0.03% 

Leveraged  Buy-Outs  29,863,176  1.72% 

Montana  Mortgages  &  Loans: 
Mortgages  85,908,644  4.95% 

Short-term  Investments: 
Short-term  Investment  Pool  51,917,276  2.99% 

Total         $  1.736,819,368  100.00% 
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Hendrickson,  Miller 

&  Associates,  Inc. 

ACTUARIAL         CONSULTANTS 

Securities  Building  •  101  N.  Last  Chance  Gulch 

P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442-5222 

FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  Box  200131 

Helena,  MT  59620-01 31 

Re:   Public  Kmployees  '  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board: 

We  certify  that  the  mformation  presented  herem  and  m  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Public  Employees' 
Retirement  System 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.  In  our  opinion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries    Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems 

Actuarial  valuations 

The  actuarial  \aluation  (i)  determines  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

linancin^  oh jc  dives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  the  amortization  rate    The  normal  cost  and  amortization  rates  are 
determined  on  a  level  percent  of  pay  basis.  As  of  July  1,  1996,  the  remaining  amortization 
period  was  10.94  years. 


Public  Employees"  Retirement  Division 
Members  of  the  Board 

Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary  and  reflect  the  results  of  the  latest  five-year  experience  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  systems  staff  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  years  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


A 


X 


Alton  P.  Hendrickson  Terrv^akagomi 

Member  of  the  American  Member  of  the  American 

Academv  of  Actuaries  Academy  of  Actuaries 


PERS  ACTUARIAL  SECTION 


Public  Employees'  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 


An  experience  study  was  completed  in  1994  to  investigate  the  acmarial  experience  of  the  Public 
Employees'  Retirement  System.  Based  on  that  study,  the  actuary  recommended  actuarial 
assumptions  which  were  adopted  by  the  Public  Employees'  Retirement  Board  on  August  25,  1994. 
These  assumptions  were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the  latest 
valuation  of  June  30,  1996.  The  following  is  a  discussion  of  those  assumptions. 


Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  the  actual  experience  of  the  system  as  determined  in  the  1994 
withdrawal  study: 


Age 

Withdraw 

Per  10,000 

Male  Members 

Withdraw 

per  10,000 

Female  Members 

25 

1,855 

2,423 

30 

1,265 

1,665 

35 

833 

1,096 

40 

622 

854 

45 

506 

695 

50 

389 

538 
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Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6.25%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8.00%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8.00%. 

Termination  Benefits 

It  was  assumed  that  all  members  terminating  with  less  than  five  years  of  service  would  receive  an 
immediate  withdrawal  of  their  member  contributions  with  interest.  It  was  further  assumed  that 
members  with  five  or  more  years  of  service  would  select  the  most  advantageous  benefits  under 
the  given  assumptions. 

Service  Purchase 

It  was  assumed  that  1/3  of  the  members  that  are  within  15  years  of  service  until  reaching  the 
assumed  retirement  age  will  purchase  or  buy  back  three  years  of  service.  The  cost  of  this  service 
was  assumed  to  equal  20%  of  the  total  liability. 


50  Montana  PERB  's  Comprehensive  Annual  Financial  Report 


PERS  ACTUARIAL  SECTION 


Public  Employees'  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation 

Number 

Nbr 

Covered 

Annual 

%Pay 

Date 

Members 

ERs 

Payroll* 

Average  Pay 

Increase 

June  30.  1991 

26,908 

487 

$510,361,994 

$18,967 

5.46% 

June  30,  1992 

27,473 

497 

548,152,580 

19,952 

5.19% 

June  30,  1993 

26,727 

503 

561,375,714 

21,004 

5.27% 

June  30,  1994 

27.044 

497 

572.973,634 

21,186 

0.87% 

June  30.  1995 

27.464 

501 

602.215.396 

21.927 

3.50% 

June  30, 1996 

27,895 

492 

608,592,099 

22,703 

3.54% 

♦Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 


Montana  PERBs  Comprehensive  Annual  Financial  Report  51 


PERS  ACTUARIAL  SECTION 


Public  Employees'  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


End  of 

Average 

Year 

Number 

Number 

Year 

Annual 

%  Benefit 

Ended 

Added 

Removed 

Total 

Benefit 

Increase 

June  30,  1991 

622 

279 

10,429 

$5,244 

-1.13% 

June  30,  1992 

603 

298 

10,734 

5,424 

3.43% 

June  30, 1993 

597 

303 

11,028 

5,820 

7.30% 

June  30, 1994 

1,251 

318 

11,961 

6,396 

9.90% 

June  30, 1995 

506 

323 

12,144 

6,420 

0.38% 

June  30, 1996 

526 

326 

12,344 

6,444 

0.37% 
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Public  Employees'  Retirement  System 


Valuation 
Date 


Solvency  Test 

(1) 

(2)                      (3) 

Active 

Retirants       Active  Members 

Member 

and              (ER  financed 

Contributions 

Beneflciaries           portion) 

Reported 
Assets 


Portion  of  Accrued 
Liabilities  Covered 
by  Reported  Asset 
(1)  (2)  (3) 


June  30,  1992  $228,074,721  $541,509,245  $640,714,215 
June  30.  1994  255,260,711  743,551,494  626,908,000 
June  30,  1996  307,368,584      768,949,812         749,888,419 


$1,133,201,659  100% 
1,366,864,005  100% 
1,629,706,458      100% 


100%  56.75% 
100%  58.71% 
100%  73.80% 
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Public  Employees'  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  ($20,107,562) 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  2,798,886 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  1,688,755 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  7,938,897 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  31,717,710 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  28,116,525 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (16,001,264) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  $36,151,947 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  0 


Composite  Gain  (or  Loss)  During  Year  $36,151,947 


The  gain  in  the  accrued  liability  is  $8,025,422  and  that  in  the  actuarial  funded  assets  is  $28,116,525.  The 
composite  gain  for  the  biennial  period  of  $36,151,947  is  an  acceptable  amount  for  the  system. 
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Public  Employees'  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions 
Employer  Contributions 
Retirement  Benefit  - 


Early  Retirement  Benefit  - 


Disability  Benefit 


Death  Benefit 


6.7%  of  member's  compensation. 

6.7%  of  member's  compensation. 

Eligibility:  Age  60  and  5  years  of  service,  age  65  regardless  of 
service,  or  30  years  of  service  regardless  of  age. 

Normal  Form:  Life  payments  with  a  death  benefit  equal  to  the 
balance  of  the  member's  contributions  not  received  at  the  date  of 
death. 

Benefit:  1/56  ^  final  average  salary  (FAS)  ^  years  of  service. 

Eligibility:  Age  50  and  5  years  of  service  or  25  years  of  service 
regardless  of  age. 

Benefit:  Actuarial  equivalent  of  the  accrued  benefit  based  on 
retirement  at  age  60. 

Eligibility:  5  years  of  service. 

Benefit  if  hired  on  or  before  February  24,  1991:  90%  of  1/56  of  the 
FAS  for  each  year  of  credited  service  or  a  benefit  of  25  %  of  the 
FAS. 

Benefit  if  hired  after  February  24,  1991:  1/56  of  FAS  for  each  year 
of  credited  service. 

Prior  to  five  years  of  service,  return  of  member  contributions  plus 
a  lump  sum  benefit,  consisting  of  one  month's  salary  for  each  year 
of  service,  up  to  a  maximum  of  six  months'  salary.  After  five  years, 
the  designated  beneficiary  is  entitled  to  the  actuarial  equivalent  of 
the  accrued  benefit  based  on  the  salary,  service  and  age  of  the 
member  at  the  time  of  death. 
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Termination  Benefit 


Prior  to  five  years  of  service,  return  of  member  contributions.  After 
five  years,  the  member  may  elect  to  receive  the  actuarial  equivalent 
of  the  accrued  benefit  based  on  retirement  at  age  60. 


Benefit  Adjustments 


Investment  earnings  in  excess  of  8%,  if  any,  are  used  to  provide 
post-retirement  increases. 


Purchase  Service 


A  member  may  purchase  one  additional  year  of  service  credit  for 
every  five  years  of  membership  service.  A  maximum  of  five  years 
may  be  purchased. 


Cost:  a  member  shall  contribute  the  actuarial  cost  of  the  service 
based  upon  the  most  recent  actuarial  valuation. 
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PERS  STATISTICAL  SECTION 


Public  Employees'  Retirement  System 

Schedule  of  Revenue  by  Source 


Employer 

Contribution 

as  a  Percent 

Fiscal 

Contributions 

Retirement 

Operating 

Investment 

of  Covered 

Year 

Member* 

Employer** 

Adjustment 

Income 

Income*** 

Total 

Payroll**** 

1991 

$32,528,300 

$31,239,943 

$0 

$0 

$80,628,734 

$144,396,977 

6.12% 

1992 

36,166.558 

33.864.992 

1.379,402 

0 

85.676.533 

157,087,485 

6.18% 

1993 

38,941,162 

36,747,235 

1,502.519 

0 

95,695,335 

172,886,251 

6.55% 

1994 

41.274,527 

47,765,907 

0 

0 

87,946,617 

176,987,051 

8.34% 

1995 

41.368.205 

39.338.239 

0 

28.800 

212.520.418 

293,255,662 

6.53% 

1996 

43,695,582 

41,900,023 

0 

9,682 

193,946,962 

279,552,249 

6.88% 

Revenue  for  Fiscal  Year  96 


(15.6%)  Member 


k 


(15.0%)  Employer 


(69.4%)  Investment  Income 


♦Includes  Interest  Reserve  Buyback. 
**Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
***Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of  Investment 
Expense  FY91  -  FY96. 
****Covered  payroll  was  unavailable  prior  to  FY96.  The  acmarial  annual  payroll  figure  is  used  for  other  years. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Public  Employees'  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$54,154,119 

$9,542,122 

$993,342 

$1,232,919 

$65,922,502 

1992 

59,015,587 

8,313,344 

1,389,371 

135,157 

68,853,459 

1993 

62,856,489 

9,025,427 

1,210,692 

(246,736) 

72,845,872 

1994 

73,012,882 

8,323,105 

1,321,621 

19,610 

82,677,218 

1995 

78,645,709 

9,442,652 

998,536 

332,711 

89,419,608 

1996 

80,241,246 

10,111,951 

1,053,983 

319,402 

91,726,582 

Expenses  for  Fiscal  Year  96 


(11.0%)  Refunds 


(1.6%)  Admin.  &  Other  Expenses 


(87.4%)  Benefits 


*Includes  Investment  Expense  for  FY91  through  FY94 
**Includes  Prior  Year  Adjustments 
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Public  Employees'  Retirement  System 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 
Benefits 


Fiscal 

Death  in 

Disability 

Year 

Retirees 

Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$48,485,153 

$1,337,621 

$509,570 

$3,821,774 

$9,542,122 

$63,696,241 

1992 

52,973.573 

1.424.977 

585.105 

4.031,932 

8.313,344 

67,328,931 

1993 

56,557.840 

1.527.260 

543.923 

4,227.466 

9,025,427 

71,881.916 

1994 

66.511.907 

1.668.358 

532.685 

4,299,931 

8,323,105 

81,335,987 

1995 

72.420.873 

1.652.514 

811.664 

3,760,658 

9,442.652 

88,088.361 

1996         75,432,445     1,641,532  727,857  2,439,412       10,111,951      90,353,197 


Benefit  Expenses  by  Type 


(83.5%)  Retirees 


I    (0.8%)  Deaths 

■|t^    /  (11.2%)  Refunds 

(2,7%)  Disability 
(1.8%)  Survivors 
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Public  Employees'  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Fiscal 

Year 

Retired 

Disabled 

Survivors 

Total 

1991 

9,395 

810 

224 

10,429 

1992 

9,680 

831 

223 

10,734 

1993 

9,942 

850 

236 

11.028 

1994 

10,853 

867 

241 

11,961 

1995 

11,310 

589 

245 

12,144 

1996 

11,790 

310 

244 

12,344 

Retired  Members  by  Type  of  Benefit 
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Public  Employees'  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's 

4ge 

Service 

<   45 

45-49 

50-54 

55-59 

60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

SO 

$374 

$307 

$418 

$360 

$131 

$241 

$159 

$146 

$189 

5-9 

346 

365 

262 

195 

200 

185 

187 

170 

165 

189 

10-14 

381 

403 

301 

273 

302 

304 

298 

282 

253 

286 

15-19 

380 

549 

367 

380 

461 

474 

444 

403 

356 

423 

20-24 

528 

742 

555 

570 

654 

672 

631 

550 

463 

590 

25-29 

426 

878 

1,108 

917 

948 

902 

805 

705 

564 

814 

30-34 

892 

1,432 

1,502 

1,383 

1,295 

1,121 

991 

910 

683 

1,150 

35-39 

577 

0 

1,693 

1,744 

1,642 

1,494 

1,320 

1,146 

824 

1,329 

40-UP 

737 

0 

0 

2.071 

2.030 

1.828 

1,399 

1.570 

1,034 

1,543 

Average 

$400 

$785 

$868 

$776 

$664 

$575 

$495 

$450 

$375 

$537 

Average  Benefit  Payment  Amounts 


Dollars 


800 


1000 
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Public  Employees'  Retirement  System 

Schedule  of  Participating  Employers 


State  Agencies: 

Daniels 

Legislative  Branch 

Dawson 

Consumer  Counsel 

Fallon 

Supreme  Court 

Fergus 

Governor's  Office 

Flathead 

Secretary  of  State 

Gallatin 

Commissioner  of  Political  Practices 

Garfield 

State  Auditor's  Office 

Glacier 

Office  of  Public  Instruction 

Golden  Valley 

MSU  College  of  Technology-Great  Falls 

Granite 

Helena  College  of  Technology  of  the  UM 

Hill 

College  of  Technology— UM,  Missoula 

Jefferson 

Crime  Control  Division 

Judith  Basin 

Dept  of  Justice 

Lake 

Dept  of  Public  Senice  Regulation 

Lewis  &  Clark 

Board  of  Public  Education 

Liberty 

Commissioner  of  Higher  Education 

Lincoln 

School  for  the  Deaf  &  Blind 

Madison 

Montana  Arts  Council 

McCone 

Montana  State  Library 

Meagher 

Montana  Council  on  Vocational  Ed 

Mineral 

Montana  Historical  Society 

Missoula 

Dept  of  Fish  Wildlife  &  Parks 

Musselshell 

Dept  of  Environmental  Quality 

Park 

Dept  of  Transportation 

Petroleum 

Dept  of  Livestock 

Phillips 

Dept  of  Natural  Resources  &  Conserv 

Pondera 

Dept  of  Revenue 

Powder  River 

Dept  of  Administration 

Powell 

Appellant  Defender 's  Office 

Prairie 

State  Compensation  Insurance  Fund 

Ravalli 

Public  Employees '  Retirement  Division 

Richland 

Teachers '  Retirement  Division 

Roosevelt 

Dept  of  Agriculture 

Rosebud 

Dept  of  Corrections 

Sanders 

Dept  of  Commerce 

Sheridan 

Dept  of  Labor  &  Industry 

Stillwater 

Dept  of  Military  Affairs 

Sweet  Grass 

Dept  of  Public  Health  &  Human  Services 

Teton 

Toole 

Counties: 

Treasure 

Anaconda-Deer  Lodge 
Beaverhead 

Valley 
Wheatland 

Big  Horn 

Wibaia 

Blaine 

Yellowstone 

Broadwater 

Carbon 

Cities  &  Towns. 

Carter 

Belgrade 

Cascade 

Belt 

Chouteau 

Big  Sandy 

Custer 

Big  Timber 

Billings 

Boulder 

Bozeman 

Bridger 

Broadus 

Browning 

Butte-Silver  Bow 

Cascade 

Chester 

Chinook 

Chateau 

Circle 

Columbia  Falls 

Columbus 

Conrad 

Culbertson 

Cutbank 

Deer  Lodge 

Dillon 

Drummond 

East  Helena 

Ekalaka 

Ennis 

Fairfield 

Fairview 

Forsyth 

Fort  Benton 

Fort  Peck 

Geraldine 

Glasgow 

Glendive 

Grass  Range 

Great  Falls 

Hamilton 

Hardin 

Harlem 

Harlowton 

Havre 

Helena 

Hot  Springs 

Kalispell 

Laurel 

Lewistown 

Libby 

Lima 

Livingston 

Malta 

Manhattan 

Medicine  Lake 

Melstone 

Miles  City 
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Missoula 

Nashua 

Philipsburg 

Plains 

Plentywood 

Poison 

Poplar 

Red  Lodge 

Rickey 

Ronan 

Roundup 

Ryegate 

Scobey 

Shelby 

Sheridan 

Sidney 

Stanford 

Stevensville 

Sunburst 

Superior 

Terry 

Thompson  Falls 

Townsend 

Troy 

Twin  Bridges 

Valier 

White  Sulphur  Springs 

Whitefish 

Wibaux 

Winneit 

Wolf  Point 

Colleges  &  Universities: 

Montana  State  University-Billings 
Montana  State  University-Bozeman 
Montana  State  University-Northern 
Montana  Tech  of  the  U  of  M 
University  of  Monlana-Missoula 
Western  Mt  College  of  the  U  of  M 

School  Districts: 

SD  52.  Absarokee 

SD  2.  Alberton 

SD  10.  Anaconda 

SD  8.  Arlee 

SD  32  J.  Ashland 

SD  45.  Augusta 

SD  64.  Bainville 

SD  12.  Baker 

SD  5.  Basin 

SD  3.  Belfry 

SD  44.  Belgrade 

SD  29.  Belt 

SD  4.  Swan  River.  Bigfork 

SD  38.  Bigfork 

SD2&  11,  Big  Sandy 

SD  1.  Big  Timber 

SD  2.  Billings 

SD  4.  Canyon  Creek.  Billings 


SD  8-Elder  Grove.  Billings 

SD  23.  Billings 

SD  26-Lockwood.  Billings 

SD  41— Pioneer.  Billings 

SD  52.  Billings 

SD  58-Yellowstone.  Billings 

SD  ll-Potomac,  Bonner 

SD  14.  Bonner 

SD  7.  Boulder 

SD  13.  Box  Elder 

SD  87.  Box  Elder 

SD  7,  Bozeman 

SD  27—Monforton,  Bozeman 

SD  41.  Bozeman 

SD  19.  Brady 

SD  2,  Bridger 

SD  21.  Broadview 

SD  55.  Brockton 

SD  9.  Browning 

SD  1.  Butte 

SD  3.  Cascade 

SD  7.  Charlo 

SD  33.  Chester 

SD  10.  Chinook 

SD  1,  Chateau  Public  Schools 

SD  1,  Circle 

SD  1.  Clancy 

SD  32.  Clinton 

SD  19.  Colslrip 

SD  2-Deer  Park.  Columbia  Falls 

SD  6.  Columbia  Falls 

SD  6.  Columbus 

SD  33,  Condon 

SD  10.  Conrad 

SD  1.  CorvalUs 

SD  1 7.  Culhertson 

SD  15.  Custer 

SD  15.  Cut  Bank 

SD  9,  Darby 

SD  1,  Deer  Lodge 

SD  84,  Denton 

SD  10.  Dillon 

SD  9,  Dixon 

SD  2,  Dodson 

SD  11  &  2.  Driimmond 

SD  2.  Dupuyer 

SD  28,  Dutton 

SD  50,  East  Glacier 

SD  9.  East  Helena 

SD  15,  Ekalaka 

SD  52,  Ennis 

SD  13,  Eureka 

SD  21,  Fairfield 

SD  45,  Fairfield 

SD  75.  Fairfield 

SD  3  &  13,  Fairview 

SD  13.  Fishtail 

SD3&7,  Flaxville 

SD  15  &  6.  Florence-Carlton 


SD  4.  Forsyth 

SD  1,  Fort  Benton 

SD  14,  Fortine 

SD  2,  Frazer 

SD  40.  Frenchtown 

SD  65.  Froid 

SD  30  &  6.  Fromberg 

SD  21,  Galata 

SD  35,  Gallatin  Gateway 

SD  7,  Gardiner 

SD  20,  Garrison  School 

SD  44.  Geraldine 

SD  58.  Geyser 

SD  88-KremUn.  Gilford 

SD  1 .  Glasgow 

SD  26-Glen 

SD  1.  Glendive 

SD  33.  Gold  Creek 

SD  27,  Grass  Range 

SD  1.  Great  Falls 

SD  3.  Hamilton 

SD  16,  Hardin 

SD  17.  Hardin 

SD  12,  Harlem 

SD  16.  Harlowton 

SD  23,  Harrison 

SD  57,  Havre 

SD  16,  Havre  Public  Schools 

SD  50.  Hays 

SD  1,  Heart  Butte 

SD  1,  Helena 

SD  2.  Helena 

SD4&  28.  HIghwood 

SD  7.  Hinsdale 

SD  25.  Hobson 

SD  14.  Hot  Springs 

SD  1  &7.  Hysham 

SD  7,  Joliet 

SD  29-28J,  Joptin 

SD  1.  Jordan 

SD  I.  Kalispell 

SD  3-Fairmonl-Egan,  Kalispell 

SD  5.  Kalispell 

SD  10-Cayuse.  Kalispell 

SD  15.  Kalispell 

SD  50-Evergreen,  Kcdispell 

SD  6.  Lame  Deer 

SD  7  &  70.  Laurel 

SD  41.  Lavina 

SD  1.  Lewistown 

SD  4.  Libby 

SD  12.  Lima 

SD  38.  Lincoln 

SD  4.  Livingston 

SD  2-27.  Lodge  Grass 

SD  7,  Lolo 

SD  23.  Lustre 

SD  14.  Malta 

SD  3.  Manhattan 
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SD  7,  Medicine  Lake 

SD  5.  Melrose 

SD  64J.  Melstone 

SD  L  Miles  City 

SD  /,  Missoula 

SD  4—Hellgate,  Missoula 

SD  23.  Missoula 

SD  12  12.  Molt 

SD  27-Montana  City 

SD  44.  Moore 

SD  9,  Musselshell 

SD  13.  Nashua 

SD  10.  Noxon 

SD  9.  Opheim 

SD  29.  Outlook 

SD  5.  Park  City 

SD  2,  Peerless 

SD  1,  Philipsburg 

SD  1.  Plains 

SD  20.  Plentywood 

SD  55.  Plevna 

SD  23,  Poison 

SD  9.  Poplar 

SD  30.  Power 

SD2&3.  Pryor 

SD  3.  Ramsay 

SD  32.  Rapelje 

SD  49.  Raynesford 

SD  1.  Red  Lodge 

SD  9-9.  Reed  Point 

SD  78J  &  2.  Richey 

SD  23.  Roberts 

SD  30,  Ronan 

SD  12.  Rosebud 

SD  55.  Roundup 

SD  74.  Roy 

SD  90K-Blue  Sky.  Rudyard 

SD  6.  Ryegate 

SD  12,  Saco 

SD  5.  Sand  Coulee 

SD  7  &  2.  Savage 

SD  1.  Scobey 

SD  34.  Seeley  Lake 

SD  20,  Shawmut 

SD  14.  Shelby 

SD  37.  Shepherd 

SD  2— Alder,  Sheridan 

SD  5,  Sheridan 

SD  5.  Sidney 

SD  55-Sun  River  Valley,  Simms 

SD  29,  Somers 

SD  28,  St  Ignatius 

SD6&  1,  St  Regis 

SD  12,  Stanford 

SD  2.  Stevensville 

SD  13-Lone  Rock,  Stevensville 

SD  2,  Sunburst 

SD  3,  Superior 

SD  73,  Swan  Lake 


SD  5,  Terry 

SD  2,  Tliompson  Falls 

SD  24,  Tliree  Forks 

SD  1  &  7,  Townsend 

SD  6,  Trout  Creek 

SD  1.  Troy 

SD  43,  Turner 

SD  7.  Twin  Bridges 

SD  85.  Ulm 

SD  18.  Valier 

SD  74,  Vaughn 

SD  7,  Victor  Schools 

SD  69,  West  Yellowstone 

SD  3,  Westby 

SD  8,  Wliite  Sulphur  Springs 

SD4&47.  Wliitehall 

SD  44,  Whitefish 

SD  58,  Wliitefish 

SD  20.  Wliitewater 

SD  6,  Wibaux 

SD  15-17,  Willow  Creek 

SDJ12-5,  Wilsall 

SD  115.  Winifred 

SD  159.  Winnett 

SD3.  Wolf  Point 

SD45,  Wolf  Point 

SD  24,  Warden 

SD  29.  Wyola 

High  Schools: 

Beaverhead  County  High  School 
Carter  County  High  School 
Dawson  County  High  School 
Garfield  County  High  School 
Jefferson  High  School 
Missoula  County  High  School 
Powder  River  County  High  School 
Powell  County  High  School 
Sweet  Grass  County  High  School 

Other  Agencies: 

Anaconda  Housing  Authority 
Bear  Paw  Cooperative 
Belgrade  Rural  Fire  District 
Bert  Mooney  Airport  Authority 
Big  Country  Educational  Coop 
Big  Sky  Special  Needs  Coop 
Big  Sky  Water  &  Sewer 
Bigfork  Water  &  Sewer 
Billings  Housing  Authority 
Bitterroot  Consenation  District 
Butte  Housing  Authority 
Butte  Human  Res  Council 
Cascade  County  Conserv  Disl 
Central  Montana  SEC 
Chouteau  Cnry  Conserv  Dist 
Crown  Hill  Cemetery  Dist 
Dawson  College 
Dawson  Co  Urban  Trans  Dist 


Deer  Lodge  Co  Head  Start 
Fallon  Medical  Complex 
Fergus  County  Consen'  Dist 
Flathead  Consen'  Dist 
Flathead  County  SEC 
Flathead  Joint  Bd  of  Ctrl 
Flathead  Mun  7  Airport  Auth 
Flathead  Valley  Com  College 
Fort  Shaw  Irrigation  Dist 
Gallatin  Airport  Authority 
Gallatin  Canyon  Consol  RED 
Gallatin  Consen'  Dist 
Gallatin-Madison  SEC 
Gardiner  Park  Co  Water  Dist 
Glasgow  Housing  Auth 
Glasgow  Irrigation  Dist 
Golden  Triangle  Hlth  Ctr 
Granite  Co  Hosp/Nrsg  Home 
Great  Falls  Int  7  Airport 
Greenfields  Irrig  Dist 
Helena  Housing  Authority 
Helena  Regional  Airport  Auth 
Helena  Valley  Irrigation  Dist 
Hill  Co  Public  Cemetery  Dist 
Judith  Basin  Consen'  Dist 
Lakeside  County  Sewer  Dist 
Lewis  &  Clark  Library 
Lincoln  County  RED 
Lockwood  RED  #5 
Malta  Irrigation  District 
Miles  City  Community  College 
Missoula  Area  Spec  Ed  Coop 
Missoula  County  Airport 
Missoula  Human  Res  Council 
Missoula  Rural  Fire  District 
Montana  Tradeport  Authority 
Northern  MT  Disposal  District 
North  Central  Learning  SEC 
Pondera  County  Canal  &  Rsrv 
Pondera  Co  Cemetery  Dist  2 
Pondera  Co  Council  on  Aging 
Port  of  Montana  Authority 
Prairie  County  Hospital  Dist 
Prairie  View  Senices  Coop 
Prickly  Pear  Spec  Svcs  Coop 
Richland  Co  Housing  Auth 
Sanders  SEC 

Southwestern  Montana  SEC 
S  Cntrl  Mental  Hlth  Ctr.  Bigs 
Teton  County  Cemetery  Dist 
Teton  County  Consen-  Dist 
Upr  Mussellshell  Consn-  Dist 
Victor  Water  <&  Sewer 
Wliitefish  Housing  Authority 
Yellowstone  Consenation  Dist 
Yellowstone  Irrigation 
Yellowstone  W  Carbon  SEC 


66 


Montana  PERB  's  Comprehensive  Annual  Financial  Report 


Municipal  Police  Officers  ^  Retirement  System 


Diamond  City,  a  mining  boom  town  from  1865-1868.  The  name  was  derived  from  foot  paths  in 
the  snow  leading  to  four  cabins,  which  were  situated  on  the  corners  of  four  adjacent  claims.  The 
building  pictured  is  believed  to  be  the  old  Express  Office.  Photo  compliments  of  Montana 
Historical  Society,  Helena. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 


INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompatiying  Statements  of  Plan  Net  Assets  of  the  Municipal  Police  Officers' 
Retirement  System  as  of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net 
Assets  for  each  of  the  two  fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in 
these  financial  statements  is  the  responsibility  of  the  system's  management.  Our  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Municipal  Police  Officers'  Retirement  System  at  June  30,  1996  and  1995,  and 
the  results  of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally 
accepted  accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Contributions  from  the  Employers  and  Other 
Contributing  Entities  are  not  a  required  part  of  the  basic  financial  statements  but  are  supplementary 
information  required  by  the  Governmental  Accounting  Standards  Board.  We  have  applied  certain 
limited  procedures,  which  consisted  principally  of  inquiries  of  management  regarding  the  methods  of 
measurement  and  presentation  of  the  supplementary  information.  However,  we  did  not  audit  the 
information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 


September  30,  1996 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  201705   Helena,  MT  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 


MPORS  FINANCIAL  SECTION 


Municipal  Police  Officers'  Retirement  System 

Statements  of  Plan  Net  Assets 
asofJuneSO,  I996andl995 


1996 


1995 


Assets 
Cash  and  Short-term  Investments 

$  , 

1,709,485 

$                 1,675,559 

Receivables 
Interest 
Accounts  Receivables 

Total  Receivables 

326,368 
2,686,900 
3,013,268 

596,903 
2,540,755 
3,137,658 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

26,692,889 

41,496,209 

1,194,582 

69,383,680 

18,643,581 

41,193,980 

965,528 

60,803,089 

Total  Assets 

74,106,433 

65,616,306 

Liabilities 

Accounts  Payable 
Deferred  Revenue 

45,850 
976 

29,383 
947 

Total  Liabilities 

46,826 

30,330 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  80.)                 $ 

74,059,607 

$                65,585,976 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Municipal  Police  Officers'  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30, 1996  and  1995 


1996 


1995 


Additions 

Contributions 

Employer  (Note  C.2)  $ 

Plan  Member  (Note  C.l) 
State  (Note  C.3  &  C.4) 
Interest  Reserve  Buyback 
Total  Contributions 

Investment  Income  (Note  A. 2) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Net  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 

Refund  of  Member  Contributions  (Note  B.6) 

Employer  Refunds 

Administrative  Expense 

Total  Deductions 

Net  Increase 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A. 3) 
Beginning  of  Year  Restated 
End  of  Year  $ 


2,248,449 

$                  2,527,386 

1,642,756 

1,588,984 

4,401,969 

4,126,129 

306 

82,322 

8,293,480 

8,324,821 

2,942,158 

5,260,814 

3,635,963 

3,193,445 

610,074 

494,363 

7,188,195 

8,948,622 

23,308 

16,998 

7,164,887 

8,931,624 

15,458,367 

17,256,445 

6,839,654 

6,562,201 

107,165 

94,094 

6,501 

7,328 

31,416 

24,799 

6,984,736 

6,688,422 

8,473,631 

10,568,023 

65,585,976 

52,229,557 

2,788,396 

65,585,976 

55,017,953 

74,059,607 

$              65,585,976 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Municipal  Police  Officers'  Retirement  System 


T 


Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Municipal  Police 
Officers'  Retirement  System  (MPORS),  a  statewide  retirement  plan  established  in 
1974  in  accordance  with  Title  19,  chapters  2  &  9  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  MPORS  is  part  of  the  primary  government  of  the  State  of  Montana.  The 
accounting  records  and  financial  statements  are  prepared  by  the  Public  Employees' 
Retirement  Division  (PERD)  using  the  accrual  basis  of  accounting.  Plan  member 
contributions  are  recognized  in  the  period  in  which  the  contributions  are  due. 
Employer  contributions  are  recognized  when  due  and  the  employer  has  made  a 
formal  commitment  to  provide  the  contributions.  Benefits  and  refunds  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and  become 
measurable.  Administrative  expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  statutorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
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pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purciiased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

b.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank.  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Equity  investments, 
traded  on  a  national  security  exchange,  are  stated  at  the  last  reported  sales 
price  on  valuation  day,  while  equity  securities  traded  in  the  over-the- 
counter  market  are  stated  at  the  last  quoted  bid  price.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
strucmre  differs  from  the  basic  corporate  convertible  preferred  structure 
and  are  required  to  be  disclosed  per  GASB.  These  securities  include  one 
holding  in  Automatically  Convertible  Equity  Security  (ACEs)  and  two 
holdings  in  Dividend  Enhanced  Common  Stock  (DECs).  Investments  in 
common  stock  cannot  exceed  50%  of  the  fund  [17-6-201,  MCA]. 

c.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  its  custodial  bank.  State  Street  Bank.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
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to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASH.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $1 1,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  position  on  behalf  of  the  company's 
current  management  team. 

Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $2,788,396  includes  the  cumulative 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $2,714,823  and  (2)  a  change 
in  the  accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal 
year  1995  of  $73,573. 


B.        Plan  Description 

The  MPORS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan  that  covers  police 
officers  employed  by  first  and  second  class  cities  and  other  cities  that  wish  to  adopt  the 
Plan.  The  MPORS  provides  retirement,  disability  and  death  benefits  to  plan  members  and 
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their  beneficiaries.  Benefits  are  vested  after  ten  years  of  membership  service.  The 
authority  to  establish,  amend  and  provide  cost  of  living  adjustments  for  the  plan  is 
assigned  to  the  State  LegislaUire.  Membership  of  the  MPORS  consisted  of  the  following 
at  June  30,  1996,  the  date  of  the  last  actuarial  valuation: 


MPORS  Membership 

June  30, 

1996 

June  30, 

1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

448 

351 

Disability  Retirements* 

30 

111 

Survivor  Benefits 

29 

28 

Terminated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

6 

13 

Non-vested 

34 

30 

Active  Plan  Members 
Total 

527 

509 

1,074 

1,042 

*1996  decrease  due  to  conversion  of  disability  retirements  to  service  retirement  status 

Number  of  Participating  Employers 

19 

19 

See  page  1 10  for  schedule  of  MPORS  employers 

Retirement  Benefits 

A  member  may  retire  with  a  regular  service  retirement  benefit  after  completing 
twenty  years  of  membership  service  regardless  of  age.  The  retirement  benefit, 
payable  monthly  for  life,  is  based  on  the  following  formulas: 


MPORS  Benefit  Formula 

1)  For  members  hired  prior  to  July  1,  1977: 
2.5%  iS  Base  Salary  IS  Years  of  Service 

2)  For  members  hired  on  or  after  July  1 ,  1977: 

2.5%  a  Final  Average  Compensation  (FAC)  ^  Years  of  Service 


For  members  hired  prior  to  July  1,  1977,  benefits  are  calculated  based  on  Base 
Salary  which  is  the  average  monthly  compensation  in  their  final  year  of  service. 
For  members  hired  on  or  after  July  1,  1977,  benefits  are  calculated  based  on  FAC 
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which  is  the  average  of  the  member's  regular  monthly  pay  during  the  last  36 
months  of  service. 

2.  Deferred  Benefits 

A  vested  member  leaving  covered  employment  prior  to  20  years  of  service  is 
eligible  for  a  service  retirement  benefit  upon  reaching  age  50,  provided  the 
accumulated  contributions  are  left  on  deposit. 

3.  Disability  Benefits 

An  active  member,  who  becomes  totally  and  permanently  disabled  from 
performing  the  essential  duties  of  the  member's  position,  is  eligible  for  disability 
retirement.  The  disability  benefit  is  one-half  of  FAC  or  Base  Salary. 

4.  Survivor  Benefits 

Upon  the  death  of  an  actively  employed  member  of  the  system,  the  surviving 
spouse  (or  dependent  children,  if  there  is  no  surviving  spouse)  is  entitled  to  a 
monthly  benefit  equal  to  50%  of  FAC  or  Base  Salary.  Upon  the  death  of  an 
inactive  no n- vested  member,  the  surviving  spouse  (or  dependent  children,  if  there 
is  no  surviving  spouse)  is  entitled  to  a  refund  of  the  member's  accumulated 
contributions.  After  the  death  of  a  retired  member,  the  surviving  spouse  (or 
dependent  children,  if  there  is  no  surviving  spouse)  continues  to  receive  the  same 
benefit  paid  to  the  member. 

5.  Benefit  Enhancements  after  Retirement 

The  monthly  retirement,  disability  or  survivor's  benefit  must  be  at  least  one-half 
of  the  salary  of  a  newly  confirmed  police  officer  in  the  city  that  last  employed  the 
member.  If  a  benefit  falls  below  that  minimum,  a  supplemental  benefit  funded  by 
the  insurance  premium  tax  fund,  is  paid  to  the  benefit  recipient. 

6.  Refund  of  Contributions 

If  a  member  leaves  covered  employment  before  retirement,  member  contributions 
plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the  member 
returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest  the 
contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 
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Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  Member  contribution  rates  for  fiscal  years  1996  and  1995 
were  set  by  statute  at  7.8%  (for  members  hired  prior  to  July  1,  1975),  9.0%  (for 
members  hired  between  July  1,  1975  and  June  30,  1979),  and  10.5%  (for  members 
hired  on  and  after  July  1,  1979)  of  monthly  compensation.  Contributions  are 
deducted  from  each  member's  salary  and  remitted  by  participating  employers.  An 
individual  account  is  established  for  each  member's  contributions  and  interest 
allocations  until  a  retirement  or  reftind  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  During  fiscal  years  1996  and  1995,  each  participating  city 
contributed  14.36%  of  their  total  MPORS-covered  payroll  to  the  retirement  system 
on  a  monthly  basis. 

3.  State  Contributions 

State  contribution  rates  are  established  by  state  law  and  may  be  amended  only  by 
the  State  Legislature.  The  State  contributes  15.66%  of  the  total  compensation  for 
all  covered  police  officers.  A  single  annual  payment  is  received  from  the  State 
Auditor's  Office  from  the  insurance  premium  tax  fund  to  the  pension  trust  fund. 
The  amount  recognized  for  fiscal  year  1996  was  $2,496,912.  The  amount  received 
for  fiscal  year  1995  was  $2,266,113. 

4.  Supplemental  Benefit  Contributions 

A  single  annual  payment  is  received  from  the  State  Auditor's  Office  from  the 
insurance  premium  tax  fund.  This  additional  contribution  funds  the  supplemental 
retirement  benefits  for  certain  retired  members  and  their  survivors.  The  amount 
received  for  fiscal  years  1996  and  1995  was  $1,880,002  and  $1,860,016, 
respectively. 
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Municipal  Police  Officers'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets* 

-Entry  Age 

(UAAL) 

Ratio 

Payroll** 

Covered  Payroll 

Date 

(a) 

(b) 

(b-a) 

(a/b) 

(c) 

((b-a)/c) 

06/30/92  $44,047,551 
06/30/94  56,208,658 
06/30/96      70,068,109 


$79,398,294  $35,350,743   55.48%    $11,402,679  310.02% 

90,506,973  34,298,315    62.10%     13,395,046  256.05% 

105,663,936  35,595,827    66.31%    15,827,596  224.90% 


Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 

Method. 
•=*  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 

FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Municipal  Police  Officers'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Contributions  from  the  Employers  and  Other  Contributing  Entities 


Annual 

Year 

Required 

Ended 

Employer 

Percentage 

June  30 

Contribution 

Contributed 

1991 

$1,575,118 

92.58% 

1992 

1,587,253 

102.97% 

1993 

1,746,260 

130.69% 

1994 

1,923,529 

99.66% 

1995 

2,051,758 

123.18% 

1996 

2,272,843 

98.93%           i 

Year 

Annual 

Ended 

Required  State 

Percentage 

June  30 

Contribution* 

Contributed 

1991 

$1,697,011 

101.79% 

1992 

1,799,579 

110.39% 

1993 

1,911,530 

107.63% 

1994 

2,109,549 

100.00% 

1995 

2,266,113 

100.00% 

1996 

2,496,912 

100.00% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 


*  Fiscal  years  1993,  1992  and  1991  covered  payroll  was  based  on  calendar  year  payroll. 
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Municipal  Police  Officers'  Retirement  System 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30,  1996 

Entry  age 

Level  percentage  of  payroll, 
open 

14.41  years 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%,  compounded  annually 

6% 
None 

None 
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Municipal  Police  Officers'  Retirement  System 


Introduction 

The  investment  activity  of  the  Municipal  Police  Officers'  Retirement  System  is  governed  by  the 
Montana  Constimtion  and  stamtorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule 
requires  the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and 
diligence  that  a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with 
like  matters  exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fund  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  opportunity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  returns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Municipal  Police  Officers'  Retirement  System's 
assets  is  realization  of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest 
possible  cost  to  employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3% 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Municipal  Police  Officers'  Retirement 
System's  success  in  meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high 
probability  of  achieving  the  MPORS's  basic  investment  objective  is:  57%  -  76%  fixed  income 
investments  and  24%  -  43%  equity  investments.  During  Fiscal  Year  1996,  the  MPORS's  acmal 
asset  mix  was  61%  fixed  income  investments  and  39%  equity  investments. 
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Target  Asset  Allocation 


(58.9%)  Retirement  Fimd  Bond  Pool 


(2.5%)  Short  Term  Investment  Pool 


( 1 .5  %)  Leveraged  Buy -Outs 


(37.1  %)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  MPORS 's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfolio  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  remrn  of  1 1 .09%  for  fiscal  year  1996. 
At  June  30,  1996,  MPORS's  portfolio  market  value  was  $71.1  million,  and  increase  of  $8.9 
million  over  June  30,  1995. 
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Municipal  Police  Officers'  Retirement  System 


Asset  Mix  (market  value) 
asofJune30J996andl995 


Investment  Type 


1996  %  of 

Market  Value      Total 


1995  %  of 

Market  Value      Total 


Dollar  % 

Change         Change 


RFBP  (Fixed  Income)         $41,496,209       58.40%         $41,193,980       65.94%  $302,229      0.73% 


Common  Stock  Pool 
Leveraged  Buy-Outs 
Total  Equities 


STIP 


26,692,889       37.57% 
1,194,582         1.68% 


$27,887,471       39.25% 
$1,667,427         2.35% 
Total       $71.051,107     100.00% 


18,643,581       29.84%        $8,049,308    43.17% 

965,528  1.55% 229,054    23.72% 

$19,609,109       31.39%        $8,278,362    42.22% 

$1,666,677         2.67% $750      0.04% 

$62.469,766     100.00%        $8.58L34j^J3^74% 


Actual  Asset  Allocation 

as  of  June  30, 1996 


(58.4%)  Retirement  Fund  Bond  Pool 


(2.4%)  Short  Term  Investment  Pool 


(1.6%)  Leveraged  Buy-Outs 


(37.6%)  Common  Stock  Pool  (MTCOMP) 
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Municipal  Police  Officers'  Retirement  System 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 

68,341 ,406  Short  Term  Investment  Pool  $68,341 ,407 

32,000,000  United  States  Treasury  Bonds  39,575,040 

36,000,000  United  States  Treasury  Bonds  36,843,840 

34,000,000  United  States  Treasury  Bonds  35,721,080 

30,500,000  United  States  Treasury  Bonds  34,698,630 

31,000,000  United  States  Treasury  Bonds  34,385,820 

150,000,000  Student  Loan  Marketing  Association  33,750,000 

32,000,000  United  States  Treasury  Notes  31,434,880 

26,000,000  United  States  Treasury  Notes  25,792,780 

22,017,992  FNMA  Pool  303365  21,460,497 

MPORS'  407,260  shares  represent  2.41%  of  the  total  RFBP  portfolio. 


Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

MPORS'  835,250  shares  represent  2.02%  of  the  total  Montcomp  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Municipal  Police  Officers'  Retirement  System 


Investment  Summary 
as  of  June  30, 1996 


Percent  of  Total 

Type  of  Investment 

$ 

Market  Value 

Market  Value 

Fixed  Income: 
Retirement  Funds  Bond  Pool 

41,496,209 

58.40% 

Equities: 
Common  Stock  Pool 
Leveraged  Buyouts 

26,692,889 
1,194,582 

37.57% 
1.68% 

Short-term  Investments: 
Short-term  Investment  Pool 

— 

1,667,427 

2.35% 

Total 

$_ 

71,051,107 

100.00% 
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Actuariat 
Section 


^t  ft  f   ^u> 

;...  jHendrickson,  Miller 

ifs'^g       &  Associates,  Inc. 

"***'  ACTUARIAL        CONSULTANTS 

Securities  Building  •  101  N.  Last  Chance  Gulcii 

P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442-5222 

FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  Box  2001 31 

Helena,  MT  59620-0131 

Re;  Municipal  Police  Officers'  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board: 

We  certif\'  that  the  information  presented  herein  and  in  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Municipal  Police 
Officers"  Retirement  System. 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.  In  our  opinion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board    The  undersigned  are  independent 
actuaries    Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Actuarial  valuations 

The  actuarial  valuation  (i)  determines  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

Financing  objectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  the  amortization  rate.  The  normal  cost  and  amortization  rates  are 
determined  on  a  level  percent  of  pay  basis.  As  of  July  I,  1996,  the  remaining  amortization 
period  was  14.41  years. 


Public  Employees'  Retirement  Division 
Members  of  the  Board 
Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1 ,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  m  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary  and  reflect  the  results  of  the  latest  five-year  experience  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff.  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  year's  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff. 

******************** 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P.  Hendrickson  Terry  Wakagomi 

Member  of  the  American  Member  of  the  Arnerican 

Academy  of  Actuaries  Academy  of  Actuaries 


MPORS  ACTUARIAL  SECTION 


Municipal  Police  Officers'  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 


An  experience  smdy  was  completed  in  1994  to  investigate  the  actuarial  experience  of  the 
Municipal  Police  Officers'  Retirement  System.  Based  on  that  study,  the  actuary  recommended 
actuarial  assumptions  which  were  adopted  by  the  Public  Employees'  Retirement  Board  on  August 
25,  1994.  These  assumptions  were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the 
latest  valuation  of  June  30,  1996.  The  following  is  a  discussion  of  those  assumptions. 


Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table,  adjusted  to 
reflect  the  higher  rates  experienced  by  the  members. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  the  actual  experience  of  the  system  as  determined  in  the  1994 
withdrawal  study: 


Withdraw 

per  10,000 

Age 

Active  Members 

25 

713 

30 

425 

35 

186 

40 

43 

45 

23 

50 

0 
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Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8%. 

Termination  Benefits 

It  was  assumed  that  all  members  terminating  with  less  than  ten  years  of  service  would  receive  an 
immediate  withdrawal  of  their  member  contributions  with  interest.  It  was  further  assumed  that 
members  with  ten  or  more  years  of  service  would  select  the  most  advantageous  benefits  under  the 
given  assumptions. 

Service  Purchase 

It  was  assumed  that  1/3  of  the  members  that  are  within  15  years  of  service  until  reaching  the 
assumed  retirement  age  will  purchase  or  buy  back  three  years  of  service.  The  cost  of  this  service 
was  assumed  to  equal  20%  of  the  total  liability. 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation 

Number 

Nbr 

Covered 

Annual 

%  Pay 

Date 

Members 

ERs 

Payroll* 

Average  Pay 

Increase 

June  30,  1991 

445 

17 

$12,097,683 

$27,186 

12.37% 

June  30,  1992 

453 

17 

11.402,679 

25.171 

-7.41% 

June  30,  1993 

470 

17 

12,544,973 

26,691 

6.04% 

June  30,  1994 

480 

18 

13.395.046 

27,906 

4.55% 

June  30. 1995 

509 

19 

14.288.005 

28,071 

0.59% 

June  30, 1996 

527 

19 

15,827,596 

30,011 

6.91% 

♦Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


End  of 

Average 

Year 

Number 

Number 

Year 

Annual 

%  Benefit 

Ended 

Added 

Removed 

Total 

Benefit 

Increase 

June  30,  1991 

16 

9 

429 

$11,508 

-5.61% 

June  30,  1992 

14 

7 

436 

12,144 

5.53% 

June  30,  1993 

32 

3 

465 

12,696 

4.55% 

June  30,  1994 

22 

5 

482 

13,104 

3.21% 

June  30,  1995 

16 

8 

490 

13,452 

2.66% 

June  30, 1996 

21 

4 

507 

13,872 

3.12%       ' 

98  Montana  PERB  's  Comprehensive  Annual  Financial  Report 


MPORS  ACTUARIAL  SECTION 


Municipal  Police  Officers'  Retirement  System 


Valuation 
Date 


Solvency  Test 

(1) 

(2)                     (3) 

Active 

Retirants        Active  Members 

Member 

and              (ER  financed 

Contributions 

Beneficiaries           portion) 

Reported 
Assets 


Portion  of  Accrued 
Liabilities  Covered 
by  Reported  Asset 
(1)  (2)  (3) 


June  30,  1992 
June  30,  1994 
June  30,  1996 


$5,911,699 
7.162,089 
9332,950 


$42,808,798 
50,934,179 

57,474,555 


$30,677,797 
32,410,705 
38,856,431 


$44,047,551 
56,208,658 
70,068,109 


100%  89.08%  0.00% 
100%  96.29%  0.00% 
100%     100%     8.39% 
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Municipal  Police  Officers'  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  ($1,746,849) 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  32,817 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  5,911 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  (127,110) 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  (530,083) 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  1,834,273 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (1,281,212) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  ($1,812,253) 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  0 


Composite  Gain  (or  Loss)  During  Year  ($1,812,253) 

The  gain  in  the  accrued  liability  is  $3,646,526  and  that  in  the  actuarial  funded  assets  is  $1,834,273.  The 
composite  loss  for  the  biennial  period  of  $1,812,253  is  an  acceptable  amount  for  the  system. 
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Municipal  Police  Officers'  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions  - 

Employer  Contributions  - 
State  Contribution  - 
Retirement  Benefit  - 


Disability  Benefit  - 


Death  Benefit  - 


Termination  Benefit 


Benefit  Adjustments  - 


The  percent  of  compensation  is  7.8%  for  members  employed  prior 
to  June  30,  1975,  9%  for  members  employed  after  June  30,  1975, 
and  10.5%  for  members  employed  after  June  30,  1979. 

14.36%  of  member's  compensation. 

15.66%  of  member's  compensation. 

Eligibility:  20  years  of  service,  regardless  of  age. 

Normal  Form:  Life  payments  with  full  benefits  continuing  to  the 
surviving  spouse  or  dependent  children  upon  the  member's  death. 

Benefit  if  hired  before  July  1,  1977:  2.5%  ^  base  salary  ^  years  of 
service. 

Benefit  if  hired  on  or  after  July  1,  1977:  2.5%  £?  final  average 
compensation  (FAC)  ^  years  of  service. 

If  hired  before  July  1,  1977:  Minimum  of  50%  of  base  salary. 
If  hired  on  or  after  July  1,  1977:  Minimum  of  50%  of  FAC. 

If  hired  before  July  1,  1977:  Minimum  of  50%  of  base  salary. 
If  hired  on  or  after  July  1,  1977:  Minimum  of  50%  of  FAC. 

Prior  to  ten  years  of  service,  return  of  member  contributions.  After 
ten  years,  the  member  may  elect  to  receive  the  accrued  benefit  at 
age  50. 

If  the  benefits  are  less  than  one-half  of  the  monthly  salary  paid  to 
a  newly  confirmed  police  officer  in  the  city  in  which  the  member 
was  employed,  the  monthly  payments  are  to  be  increased  to  one-half 
of  such  monthly  salary. 

The  cost  of  this  adjustment  is  paid  from  the  fire  insurance  premium 
tax  fiind. 
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Purchase  Service  -  A  member  may  purchase  one  additional  year  of  service  credit  for 

every  five  years  of  membership  service.  A  maximum  of  five  years 
may  be  purchased. 

Cost:  a  member  shall  contribute  the  actuarial  cost  of  the  service 
based  upon  the  most  recent  actuarial  valuation. 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Revenue  by  Source 


Employer 

Contribution 

as  a  Percent 

Fiscal 

Contributions 

State 

Investment 

of  Covered 

Year 

Member* 

Employer** 

Supplement 

Other** 

Income*** 

Total 

Payroll**** 

1991 

$777,844 

$1,458,306 

$1,067,736 

$1,727,359 

$3,168,815 

$8,200,060 

12.05% 

1992 

927,199 

1,634,448 

1,214,965 

1,986,480 

3,260.388 

9,023,480 

14.33% 

1993 

1,015,509 

2,282,204 

1,534,421 

2,057,445 

3,676.946 

10,566,525 

18.19% 

1994 

1,377,114 

1,916.976 

1.869,538 

2,109,548 

3.826,285 

11,099,461 

14.31% 

1995 

1.671.306 

2.527.386 

1.860.016 

2.266.113 

8.931.624 

17,256,445 

17.69% 

1996 

1,643,062 

2,248,449 

1,880,002 

2,521,967 

7,164,887 

15,458,367 

14.21% 

Revenue  for  Fiscal  Year  96 


(10.6%)  Member 


(46.4%)  Investment  Income 


(14.5%)  Employer 


(12.2%)  State  Supplement 


(16.3%)  State  Other 


♦Includes  Interest  Reserve  Buyback. 
♦♦Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
♦♦♦Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of 
Investment  Expense  FY91  -  FY96. 
♦♦♦♦Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for  other  years. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$4,843,076 

$100,565 

$22,208 

$254,596 

$5,220,445 

1992 

5,329.830 

88,060 

30,788 

(25,252) 

5.423,426 

1993 

5,907.705 

119,179 

29,945 

(1,620,972) 

4,435,857 

1994 

6,212,782 

58,406 

32,132 

0 

6,303,320 

1995 

6,562,201 

94,094 

24,799 

7,328 

6.688,422 

1996 

6,839,654 

107,165 

31,416 

6,501 

6,984,736 

Expenses  for  Fiscal  Year  96 


(1.5%)  Refunds    (0.6%)  Admin.  &  Other  Expenses 


(97.9%)  Benefits 


*Includes  Investment  Expense  for  FY91  through  FY94 
**Includes  Prior  Year  Adjustments 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Benefit  Expenses  By  Type 


Age  &  Service 

Beneflts 

Death  in 

Disability 

Fiscal 

Year 

Retirees 

Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$3,522,087 

$271,395 

$0 

$1,049,593 

$100,566 

$4,943,642 

1992 

3.876,075 

298.672 

0 

1,155,083 

88,060 

5,417.890 

1993 

4.320,321 

311.213 

0 

1,276,170 

119,180 

6,026,885 

1994 

4,584.576 

312.143 

0 

1,316,063 

58,406 

6,271,188 

1995 

4.831.521 

338,174 

36.996 

1,355,509 

94,094 

6,656,295 

1996 

5,651,923 

362,808 

0 

824,922 

107,165 

6,946,819 

Benefit  Expenses  by  Type 


(1.5%)  Refunds 
(11.9%)  Disability 


(5.2%)  Survivors 


4%)  Retirees 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Fiscal 
Year 


Retired 


Disabled 


Survivors 


Total 


1991 

305 

97 

27 

429 

1992 

312 

99 

25 

436 

1993 

334 

105 

26 

465 

1994 

348 

108 

26 

482 

1995 

351 

111 

28 

490 

1996 

448 

30 

29 

507 

600 


400 


oi 


200 


Retired  Members  by  Type  of  Benefit 


1991 


1992 


1993 


1994 


1995 


1996 


Fiscal  Year 
□  Retired        ■  Disabled      □  Survivors 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's 

Age 

Service 

<  45 

45-49 

50-54 

55-59 

60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$1,055 

$1,096 

$1,094 

$1,011 

$0 

$1,075 

$0 

$0 

$0 

$1,055 

5-9 

1,025 

1,043 

1,105 

1,031 

1,075 

1,065 

0 

1,080 

1,099 

1,065 

10-14 

1,094 

1,073 

882 

1,011 

1,062 

947 

1.009 

1,067 

1,027 

1,032 

15-19 

0 

1,167 

1,198 

1,082 

1.087 

1,062 

1,053 

1,050 

1,006 

1,079 

20-24 

1,420 

1,406 

1,338 

1,173 

1,095 

1,077 

1,031 

1,066 

1,025 

1,161 

25-29 

0 

0 

2.320 

1,791 

1,608 

975 

1,104 

1,072 

1,057 

1,478 

30-34 

1,096 

0 

0 

0 

1,732 

1,329 

1,075 

1,376 

994 

1,220 

35-39 

0 

0 

0 

0 

0 

0 

1,783 

0 

0 

1,783 

40-LT 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Average 

$1,165 

$1,298 

$1,344 

$1,175 

$1,189 

$1,073 

$1,051 

$1,073 

$1,025 

$1,156 

Average  Benefit  Payment  Amounts 


Dollars 


1000 


1500 
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Municipal  Police  Officers'  Retirement  System 

Schedule  of  Participating  Employers 


MPORS  Active  Members  by  Employer 

Employers 

June  30, 

1996      June  30, 

1995 

Anaconda 

24 

22 

Baker 

3 

3 

Billings 

113 

111 

Bozeman 

35 

29 

Butte 

42 

43 

Columbia  Falls 

10 

8 

Glasgow 

9 

9 

Glendive 

10 

11 

Great  Falls 

64 

66 

Havre 

19 

19 

Helena 

44 

44 

Kalispell 

26 

26 

Lewistown 

14 

13 

Livingston 

11 

11 

Miles  City 

14 

13 

Missoula 

74 

70 

Plains 

2 

2 

Red  Lodge 

5 

5 

Whitefish 

Totals:  19  Employers 

8 

4 

527 

509 

no 
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Elkhorn,  located  south  of  Helena  was  the  mining  site  for  silver,  gold  and  lead.  The  picture  was 
taken  by  Lambert  Florin  of  Portland,  Oregon  for  the  book  Western  Ghost  Towns.  Photo 
compliments  of  Montana  Historical  Society,  Helena. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 

INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Game  Wardens'  Retirement 
System  as  of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net  Assets  for  each 
of  the  two  fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in  these  financial 
statements  is  the  responsibility  of  the  system's  management.  Our  responsibility  is  to  express  an  opinion 
on  these  financial  statements  based  on  our  audit. 


We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supponing  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Game  Wardens'  Retirement  System  at  June  30,  1996  and  1995,  and  the  results 
of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally  accepted 
accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Employer  Contributions  are  not  a  required  part 
of  the  basic  financial  statements  but  are  supplementary  information  required  by  the  Governmental 
Accounting  Standards  Board.   We  have  applied  certain  limited  procedures,  which  consisted  principally 
of  inquiries  of  management  regarding  the  methods  of  measurement  and  presentation  of  the 
supplementary  information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 

Respectfully  submitted, 


September  30,  1996 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3 122  FAX  (406)444-9784 
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Game  Wardens'  Retirement  System 

Statements  of  Plan  Net  Assets 
as  of  June  30, 1996  and  1995 

1996  1995 


Assets 

Cash  and  Short-term  Investments 

$ 

600,233 

$                    760,405 

Receivables 

Interest 
Accounts  Receivables 

87,996 

30 

88,026 

139,605 

Total  Receivables 

139,605 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

7,190,982 

11,192,832 

298,649 

18,682,463 

5,947,482 

10,816,608 

241,384 

17,005,474 

Total  Assets 

19,370,722 

17,905,484 

Liabilities 

Accounts  Payable 

5,094 

8,125 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  124.)                $ 

19,365,628 

$               17,897,359 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Game  Wardens'  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30, 1996  and  1995 


1996  1995 


Additions 

Contributions 

Employer  (Note  C.2)  S 

Plan  Member  (Note  C.l) 
Fines  &  Forfeitures  (Note  C.3) 
Interest  Reserve  Buyback 
Total  Contributions 

Investment  Income  (Note  A. 2) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Net  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 

Refund  of  Member  Contributions  (Note  B.6) 

Administrative  Expense 

Total  Deductions 

Net  Increase  1,468,269  1,898,075 

Net  Assets  Held  in  Trust  for  Pension  Benefits 

Beginning  of  Year  17,897,359  14,480,776 

Prior  Year  Adjustments  (Note  A.3)  1,518,508 

Beginning  of  Year  Restated  17,897,359  15,999,284 

End  of  Year                                               $  19,365,628  $              17,897,359 


230,055 

$        184,549 

226,867 

204,165 

156,382 

483 
457,405 

545,096 

982,409 

1,431,797 

944,661 

852,321 

187,674 

167,056 

2,114,744 

2,451,174 

6,277 

5,147 

2,108,467 

2,446,027 

2,565,872 

2,991,123 

1,092,529 

1,045,733 

43,498 

5,074 

3,817 

1,097,603 

1,093,048 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Game  Wardens'  Retirement  System 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


T 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Game  Wardens' 
Retirement  System  (GWRS),  a  statewide  retirement  plan  established  in  1963  in 
accordance  with  Title  19,  chapters  2  &  8  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  GWRS  is  included  in  the  State  of  Montana's  financial  statements  as  a  pension 
trust  fund.  The  GWRS  is  not  a  component  unit  of  the  State.  The  accounting 
records  and  financial  statements  are  prepared  by  the  Public  Employees'  Retirement 
Division  (PERD)  using  the  accrual  basis  of  accounting.  Plan  member  contributions 
are  recognized  in  the  period  in  which  the  contributions  are  due.  Employer 
contributions  are  recognized  when  due  and  the  employer  has  made  a  formal 
commitment  to  provide  the  contributions.  Benefits  and  refunds  are  recognized  in 
the  accounting  period  in  which  they  are  earned  and  become  measurable. 
Administrative  expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  stamtorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a,  577P  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
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based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  the  short  term  category  by  any 
Nationally  Recognized  Statistical  Rating  Organizations.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floatmg-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

b.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank.  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Equity  investments, 
traded  on  a  national  security  exchange,  are  stated  at  the  last  reported  sales 
price  on  valuation  day,  while  equity  securities  traded  in  the  over-the- 
counter  market  are  stated  at  the  last  quoted  bid  price.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
structure  differs  from  the  basic  corporate  convertible  preferred  structure 
and  are  required  to  be  disclosed  per  GASB.  These  security  structures 
include  one  holding  in  Automatically  Convertible  Equity  Security  (ACEs) 
and  two  holdings  in  Dividend  Enhanced  Common  Stock  (DECs). 
Investments  in  common  stock  cannot  exceed  50%  of  the  fund  [17-6-201, 
MCA]. 

c.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
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of  Investments  by  its  custodial  bank,  State  Street  Bank.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASH.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $11,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  position  on  behalf  of  the  company's 
current  management  team. 

3.         Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $1,518,508  includes  the  cumulative 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $1,516,457  and  (2)  a  change 
in  the  accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal 
year  1995  of  $2,051. 

B.        Plan  Description 

The  GWRS  is  a  single-employer,  defined  benefit  plan  that  covers  state  game  wardens  and 
warden  supervisory  personnel.  The  GWRS  provides  retirement,  disability  and  death 


120  Montana  PERB  's  Comprehensive  Annual  Financial  Report 


GWRS  FINANCIAL  SECTION 


benefits  to  plan  members  and  their  beneficiaries.  Benefits  are  vested  after  ten  years  of 
membership  service.  The  authority  to  establish,  amend  and  provide  cost  of  living 
adjustments  for  the  plan  is  assigned  to  the  State  Legislature.  Membership  of  the  GWRS 
consisted  of  the  following  at  June  30,  1996,  the  date  of  the  last  actuarial  valuation: 


GWRS  Membership 

June  30, 

1996 

June  30, 

1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

70 

59 

Disability  Retirements* 

1 

11 

Survivor  Benefits 

4 

4 

Terminated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

1 

1 

Non-vested 

2 

2 

Active  Plan  Members 
Total 

92 

80 

170 

157 

*1996  decrease  due  to  conversion  of  disability 

retirement  to  service  retirement  status 

Retirement  Benefits 

A  member  may  retire  with  a  service  retirement  benefit  after  completing  twenty 
years  of  membership  service  and  attaining  age  50.  The  retirement  benefit,  payable 
monthly  for  life  (with  optional  benefits  available  for  the  joint  life  of  a  contingent 
annuitant),  is  calculated  as  follows: 


GWRS  Benefit  Formula 

2%   ^  Years  of  Service  £?   Final  Average  Salary  (FAS) 


FAS  is  the  member's  highest  average  salary  during  any  36  consecutive  months  of 
membership  service. 

Deferred  Benefits 

A  member  involuntarily  terminated  with  at  least  ten  years  of  service  is  eligible  for 
a  monthly  benefit  at  age  55,  provided  the  accumulated  contributions  are  left  on 
deposit.  If  the  inactive  member  dies  before  applying  for  retirement  benefits,  the 
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designated  beneficiary  is  entitled  to  a  refund  of  the  member's  contributions 
including  interest. 

3.  Disability  Benefits 

An  active  member,  who  becomes  totally  and  permanently  disabled  from 
performing  the  essential  duties  of  the  member's  position,  is  eligible  for  disability 
retirement.  The  amount  of  the  benefit  is  either: 

a)  the  actuarial  equivalent  of  the  accrued  benefit  based  on  retirement  at  age  50 
if  a  non-service  related  disability ,  or 

b)  for  members  with  more  than  ten  years  of  service  disabled  in  the  line  of 
duty,  a  monthly  benefit  equal  to  one-half  of  the  member's  FAS. 

4.  Survivor  Benefits 

Upon  the  death  of  an  active  member  of  the  system,  survivors  are  entitled  to  either: 

a)  in  a  duty-related  death,  a  monthly  benefit  equal  to  one-half  of  the 
member's  FAS  or 

b)  in  a  non-service  death,  the  acnaarial  equivalent  of  the  accrued  benefit  based 
on  retirement  at  age  55.  The  survivor  may  elect  a  refund  of  the  member's 
accumulated  contributions  and  interest  in  lieu  of  the  monthly  benefit. 

Upon  the  death  of  a  retired  member  who  has  not  chosen  an  optional  retirement 
benefit  and  dies  before  receiving  an  amount  equal  to  the  present  value  of  the 
member's  service  retirement  benefit,  the  balance  must  be  paid  to  the  member's 
designated  beneficiary  in  a  lump-sum  payment.  The  lump-sum  payment  may  be 
annuitized  and  paid  over  the  beneficiary's  lifetime. 

5.  Benefit  Enhancements  after  Retirement 

Post  retirement  adjustments  provide  annual  permanent  monthly  benefit  increases 
funded  from  annual  investment  earnings  exceeding  the  actuarially  required  8% 
yield.  These  increases  are  paid  to  eligible  recipients  based  on  years  of  service, 
current  age  and  the  retirement  option  chosen.  In  January  1996,  no  post  retirement 
adjustment  was  paid.  In  January  1995,  the  average  eligible  recipient  received  an 
increase  equal  to  0.60%  of  benefits. 
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Refund  of  Contributions 

If  a  member  leaves  covered  employment  before  retirement,  member  contributions 
plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the  member 
returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest  the 
contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 


C.        Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  The  contribution  rate  for  fiscal  years  1996  and  1995  was 
7.9%  of  total  monthly  compensation.  Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  the  employer.  An  individual  account  is 
established  for  each  member's  contributions  and  interest  allocations  until  a 
retirement  or  refund  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  During  fiscal  years  1996  and  1995,  the  State  contributed 
8.15%  of  total  GWRS-covered  payroll  to  the  retirement  system  on  a  monthly  basis. 

3.  Fines  &  Forfeitures 

Collections  from  fines  and  forfeited  bonds  related  to  fish  and  game  violations  were 
remitted  to  the  pension  trust  fund  through  fiscal  year  1995.  The  total  amount 
received  from  fines  and  forfeitures  during  fiscal  year  1995  was  $156,382. 
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Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Valuation 

Date 

Actuarial 
Value  of 

Assets* 
(a) 

Actuarial  Accrued 

Liability  (AAL) 

-Entry  Age 

(b) 

Unfunded 

AAL 

(UAAL) 

(b-a) 

Funded 
Ratio 
(a/b) 

Covered 

Payroll** 

(c) 

UAAL  as  a 

Percentage  of 

Covered  Payroll 

((b-a)/c) 

06/30/92 
06/30/94 

$13,924,908 
16,296,570 

$14,607,514 
16,388,842 

$682,606 

92,272 

95.33% 
99.44% 

$2,466,111 
2,494,346 

27.68% 
3.70% 

06/30/96 

18,159,928 

17,324,867 

0 

104.82% 

2,761,752 

0.00% 

Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 
Method. 
**  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 
FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Game  Wardens'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Employer  Contributions 


Year 

Annual 

Ended 

Required 

Percentage 

June  30 

Contribution 

Contributed 

1991 

$169,338 

103.67% 

1992 

176,327 

105.34% 

1993 

186,968 

106.31% 

1994 

203,289 

95.57% 

1995 

190,961 

96.64% 

1996 

225,083 

102.21% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 
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Game  Wardens'  Retirement  System 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30,  1996 

Entry  age 

Level  percentage  of  payroll, 
open 

NA 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%,  compounded  annually 

6% 
None 

None 
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GWRS  INVESTMENT  SECTION 


Game  Wardens'  Retirement  System 


Introduction 

The  investment  activity  of  the  Game  Wardens'  Retirement  System  is  governed  by  the  Montana 
Constitution  and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule  requires 
the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and  diligence  that 
a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with  like  matters 
exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fund  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  opportunity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  returns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Game  Wardens'  Retirement  System's  assets  is 
realization  of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest  possible 
cost  to  employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3  % 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Game  Wardens'  Retirement  System's 
success  in  meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high  probability 
of  achieving  the  GWRS's  basic  investment  objective  is:  57%  -  76%  fixed  income  investments  and 
24%  -  43%  equity  investments.  During  Fiscal  Year  1996,  the  GWRS's  actual  asset  mix  was  61% 
fixed  income  investments  and  39%  equity  investments. 
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Target  Asset  Allocation 


(58.9%)  Retirement  Fund  Bond  Pool 


(2.5%)  Short  Term  Investment  Pool 


(1.5%)  Leveraged  Buy-Outs 


(37.1  %)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  GWRS's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfoHo  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  return  of  11.94%  for  fiscal  year  1996. 
At  June  30,  1996,  GWRS's  portfolio  market  value  was  $19.3  million,  and  increase  of  $1.5  million 
over  June  30,  1995. 
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Game  Wardens'  Retirement  System 

Asset  Mix  (market  value) 
asofJuneSO,  I996andl995 

1996                 %  of               1995                 %  of             Dollar  % 

Investment  Type ^Market  Value      Total Market  Value      Total Change  Change 

RFBP  (Fixed  Income)         $11,192,832       58.05%         $10,816,608       60.89%           $376,224  3.48% 

Common  Stock  Pool               7,190,982       37.29%            5,947,482       33.48%        $1,243,500  20.91% 

Leveraged  Buy-Outs     298,649         1.55%                241,384 1.36%               57,265  23.72% 

Total  Equities                       $7,489,631       38.84%           $6,188,866       34.84%        $1,300,765  21.02% 


SUP 

$599,233 

3.11% 

$758,405 

4.27% 

($159,172) -20.99% 

Total_ 

$19,281,696 

100.00% 

$17,763,879 

100.00% 

$1,517,817      8.54% 

Actual  Asset  Allocation 

asofjune30, 1996 


(58.0%)  Retirement  Fund  Bond  Pool 


(1.6%)  Leveraged  Buy-Outs 


(3.1%)  Short  Term  Investment  Pool  

(37.3%)  Common  Stock  Pool  (MTCOMP) 
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Game  Wardens'  Retirement  System 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 

68,341,406  Short  Term  Investment  Pool  $68,341,407 

32,000,000  United  States  Treasury  Bonds  39,575,040 

36,000,000  United  States  Treasury  Bonds  36,843,840 

34,000,000  United  States  Treasury  Bonds  35,721,080 

30,500,000  United  States  Treasury  Bonds  34,698,630 

31,000,000  United  States  Treasury  Bonds  34,385,820 

150,000,000  Student  Loan  Marketing  Association  33,750,000 

32,000,000  United  States  Treasury  Notes  31,434,880 

26,000,000  United  States  Treasury  Notes  25,792,780 

22,017,992  FNMA  Pool  303365  21,460,497 
GWRS'  109,851  shares  represent  .65%  of  the  total  RFBP  portfolio. 


Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

GWRS'  15,590  shares  represent  .54%  of  the  total  Montcomp  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Game  Wardens'  Retirement  System 

Investment  Summary 
as  of  June  30, 1996 


Type  of  Investment 

$ 

Market  Value 

Percent  of  Total 
Market  Value 

Fixed  Income: 
Retirement  Funds  Bond  Pool 

11,192,832 

58.05% 

Equities: 
Common  Stock  Pool 
Leveraged  Buyouts 

7,190,982 
298,649 

37.29% 
1.55% 

Short-term  Investments: 
Short-term  Investment  Pool 

— 

599,233 

3.11% 

Total 

$_ 

19,281,696 

100.00% 
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Heridrickson,  Miller 

&  Associates,  Inc. 

ACTUARIAL        CONSULTANTS 

Securities  Building  •  101  N.  Last  Chance  Gulch 

P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442-5222 

FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  80x200131 

Helena,  MT  59620-0131 

Re:  Game  W  ardens'  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board; 

We  certify  that  the  information  presented  herein  and  in  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Game  Wardens' 
Retirement  System. 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.   In  our  opinion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries.  Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Actuarial  valuations 

The  actuarial  valuation  (i)  determines  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

Financing  objectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  any  amortization.  The  funding  rates  are  detennined  on  a  level 
percent  of  pay  basis.  As  of  July  I,  1996,  there  was  no  unfunded  liability. 


Public  Employees'  Retirement  Division 
Members  of  the  Board 
Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  b\-  the  Board,  based  on  the 
recommendation  of  the  actuan  and  reflect  the  results  of  the  latest  five-year  experience  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff.  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  pnor  year's  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P  flendrickson  "Terr\  WakagomT  ^ 

Member  of  the  American  Member  of  the  American 

Academy  of  Actuanes  Academv  of  Actuaries 
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Game  Wardens'  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 


An  experience  study  was  completed  in  1994  to  investigate  the  actuarial  experience  of  the  Game 
Wardens'  Retirement  System.  Based  on  that  study,  the  actuary  recommended  actuarial 
assumptions  which  were  adopted  by  the  Public  Employees'  Retirement  Board  on  August  25,  1994. 
These  assumptions  were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the  latest 
valuation  of  June  30,  1996.  The  following  is  a  discussion  of  those  assumptions. 


Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table,  adjusted  to 
reflect  the  higher  rates  experienced  by  the  members. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  the  actual  experience  of  the  system  as  determined  in  the  1994 
withdrawal  study: 


per  10,000 

Age 

Active  Members 

25 

418 

30 

314 

35 

167 

40 

120 

45 

37 

50 

19 
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Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8  % . 

Termination  Benefits 

It  was  assumed  that  all  members  terminating  with  less  than  ten  years  of  service  would  receive  an 
immediate  withdrawal  of  their  member  contributions  with  interest.  It  was  further  assumed  that 
members  with  ten  or  more  years  of  service  would  select  the  most  advantageous  benefits  under  the 
given  assumptions. 

Service  Purchase 

It  was  assumed  that  1/3  of  the  members  that  are  within  15  years  of  service  until  reaching  the 
assumed  retirement  age  will  purchase  or  buy  back  three  years  of  service.  The  cost  of  this  service 
was  assumed  to  equal  20%  of  the  total  liability. 
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Game  Wardens'  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation 

Covered 

Annual 

%  Pay 

Date 

Number 

Payroll* 

Average  Pay 

Increase 

June  30.  1991 

91 

$2,368,363 

$26,026 

1 .89% 

June  30,  1992 

87 

2,466,111 

28,346 

8.91% 

June  30,  1993 

86 

2,614,938 

30,406 

7.27% 

June  30.  1994 

85 

2,494,346 

29,345 

-3.49% 

June  30.  1995 

80 

2.343,085 

29,289 

-0.19% 

June  30, 1996 

92 

2,761,752 

29,688 

1.36% 

*  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annua!  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Game  Wardens'  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


End  of 

Average 

Year 

Number 

Number 

Year 

Annual 

%  Pay 

Ended 

Added 

Removed 

Total 

Benefit 

Increase 

June  30,  1991 

1 

0 

59 

$12,540 

2.85% 

June  30,  1992 

3 

1 

61 

13,044 

4.02% 

June  30,  1993 

3 

0 

64 

13.776 

5.61% 

June  30.  1994 

5 

0 

69 

14,208 

3.14% 

June  30.  1995 

7 

2 

74 

14,472 

1.86% 

June  30, 199^ 

2 

1 ,.  .... 

75 

14,664 

1.33% 
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Game  Wardens'  Retirement  System 


Valuation 
Date 

(1) 

Active 

Member 

Contributions 

(2) 

Retirants 

and 

Beneflciaries 

Solvency  Test 

(3) 
Active  Members 
(ER  financed 
1           portion) 

Reported 

Assets 

Portion  of  Accrued 
Liabilities  Covered 
by  Reported  Asset 
(1)          (2)          (3) 

June  30,  1992 
June  30,  1994 

$1,764,477 
1,849.413 

$7,330,557 
9,304.670 

$5,512,480 
5,234,759 

$13,924,908 
16,296,570 

100%      100%  87.62% 
100%      100%  98.24% 

June  30,  1996 

1,917,201 

10,298,838 

5,108,828 

18,159,928 

100%     100%     100% 
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Game  Wardens'  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  ($110,587) 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  13,877 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  11,219 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  82,716 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  281,041 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  441,877 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (13,905) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  $706,238 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  0 


Composite  Gain  (or  Loss)  During  Year  $706,238 


The  gain  in  the  accrued  liability  is  $264,361  and  that  in  the  actuarial  funded  assets  is  $441,877.  The  composite 
gain  for  the  biennial  period  of  $706,238  is  an  acceptable  amount  for  the  system. 
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Game  Wardens'  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions 
Employer  Contributions 
Retirement  Benefit  - 


Disability  Benefit  - 


Death  Benefit 


Termination  Benefit 


Benefit  Adjustments  - 


Purchase  Service  - 


7.90%  of  member's  compensation. 

8.15%  of  member's  compensation. 

Eligibility:  Age  50  and  20  years  of  service. 

Normal  Form:  Life  payments  with  a  death  benefit  equal  to  the 
present  value  of  the  benefit  at  retirement  less  payments  made  up  to 
the  date  of  death. 

Benefit:  2%  ^  final  average  salary  (FAS)  <S2  years  of  service. 

Service  Disability:  50%  of  FAS  provided  the  member  has  at  least 
10  years  of  service. 

Non-service  Disability:  Actuarial  equivalent  of  the  accrued  benefit 
based  on  retirement  at  age  50. 

Service  Death:  50%  of  FAS. 

Non-service  Death:  AcUiarial  equivalent  of  the  accrued  benefit 
based  on  retirement  at  age  55. 

Prior  to  ten  years  of  service,  return  of  member  contributions.  If 
involuntarily  terminated  after  ten  years,  the  member  may  elect  to 
receive  the  accrued  benefit  at  age  55. 

Investment  earnings  in  excess  of  8%,  if  any,  are  used  to  provide 
post-retirement  increases. 

A  member  may  purchase  one  additional  year  of  service  credit  for 
every  five  years  of  membership  service.  A  maximum  of  five  years 
may  be  purchased. 

Cost:  a  member  shall  contribute  the  acmarial  cost  of  the  service 
based  upon  the  most  recent  actuarial  valuation. 
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GWRS  STATISTICAL  SECTION 


Game  Wardens'  Retirement  System 

Schedule  of  Revenue  by  Source 


Employer 

Contribution 

as  a  Percent 

Fiscal 

Contributions 

Retirement 

Fines  & 

Investment 

of  Covered 

Year 

Member* 

Employer** 

Adjustment 

Forfeitures 

Income*** 

Total 

Payroll**** 

1991 

$196,239 

$175,548 

$0 

$295,346 

$957,919 

$1,625,052 

7.41% 

1992 

210.764 

185.745 

18.439 

270.845 

1.025.555 

1,711,348 

7.53% 

1993 

220,505 

198,770 

20,071 

273.958 

1.096,263 

1,809,567 

7.60% 

1994 

225,593 

194,284 

0 

247.481 

1,156,411 

1,823,769 

7.79% 

1995 

204.165 

184.549 

0 

156,382 

2,446,027 

2,991,123 

7.88% 

1996 

227350 

230,055 

0 

0 

2,108,467 

2,565,872 

8.33% 

Revenue  for  Fiscal  Year  96 


(82.1%)  Investment  Income 


(8.9%)  Member 

(9.0%)  Employer 


♦Includes  Interest  Reserve  Buyback. 
^''Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
♦♦♦Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of 
Investment  Expense  FY91  -  FY96. 
♦♦♦♦Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for  other  years. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Game  Wardens'  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$717,300 

$2,113 

$4,645 

$59 

$724,117 

1992 

778,714 

11,092 

5,099 

804 

795,709 

1993 

831.533 

5,967 

5,459 

(16,192) 

826,767 

1994 

928,238 

0 

5,749 

0 

933,987 

1995 

1,045,733 

43,498 

3,817 

0 

1,093,048 

1996 

1,092,529 

0 

5,074 

0 

1,097,603 

Expenses  for  Fiscal  Year  96 


(0.5%)  Admin.  Expenses 


(99.5%)  Benefits 


♦Includes  Investment  Expense  for  FY91  through  FY94 
**Includes  Prior  Year  Adjustments 
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Game  Wardens'  Retirement  System 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 

Benefits 

Death  in 

Disability 

Fiscal 

Year 

Retirees 

Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$605,662 

$20,312 

$0 

$91,326 

$2,113 

$719,413 

1992 

657,518 

22,051 

0 

99,145 

11,092 

789,806 

1993 

708,033 

23,673 

0 

99,826 

5,967 

837,500 

1994 

783,392 

28,776 

0 

116,070 

0 

928,238 

1995 

889.233 

28.980 

0 

127,520 

43,498 

1,089,231 

1996 

999,243 

29,078 

0 

64,208 

0 

1,092,52S 

Benefit  Expenses  by  Type 


(91.5%)  Retirees 


(5.9%)  Disability 
(2.6%)  Survivors 
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GWRS  STATISTICAL  SECTION 


Game  Wardens'  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Retired  Members  by  Type  of  Benefit 


Fiscal 

Year 

Retired 

Disabled 

Survivors 

Total 

1991 

47 

9 

3 

59 

1992 

49 

9 

3 

61 

1993 

51 

9 

4 

64 

1994 

55 

10 

4 

69 

1995 

59 

11 

4 

74 

1996 

70 

1 

4 

75 

80  -^ 


60 


/] 


40 


20  i- 


1991 


1992 


1993  1994 

Fiscal  Year 


□  Retired 


Disabled 


1995 
Survivors 


1996 
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Game  Wardens'  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's 

Age 

Service 

<  45 

45-49 

50-54 

55-59      60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$0 

$0 

$0 

$0           $0 

$0 

$0 

$0 

$0 

$0 

5-9 

0 

0 

0 

0             0 

0 

483 

0 

0 

483 

10-14 

1,009 

0 

0 

1,042             0 

0 

0 

0 

0 

1,026 

15-19 

0 

0 

0 

0             0 

564 

0 

615 

646 

563 

20-24 

0 

0 

907 

1,128      1,074 

1,169 

822 

715 

673 

961 

25-29 

0 

0 

1.708 

1,385      1,424 

1,380 

956 

923 

909 

1,212 

30-34 

0 

0 

0 

2,151      1,740 

1,872 

1,526 

1,087 

1,029 

1,550 

35-39 

0 

0 

0 

0     2,494 

2,140 

1,863 

1,161 

0 

1,960 

40-LT 

0 

0 

0 

0 

Average 

$1,009 

$423 

$1,174 

$1,423    $1,571 

$1,332 

$1,149 

$955 

$838 

$1,222 

Average  Benefit  Payment  Amounts 


Dollars 
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Sheriffs  ^  Retirement  System 


Garnet,  east  of  MisSoula,  was  named  for  the  semi-precious  stone  found  there.  Gold  and  hard 
rock  were  mined  for  nearly  100  years.  The  ghost  town  is  bemg  preserved  and  restored  through 
the  Garnet  Preservation  Project  created  in  1970.  Photo  compliments  of  Leanne  Brewer,  PERD. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 

INDEPENDENT  ATIDTTOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Sheriffs'  Retirement  System  as 
of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net  Assets  for  each  of  the  two 
fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in  these  financial  statements  is 
the  responsibility  of  the  system's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supponing  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Sheriffs'  Retirement  System  at  June  30,  1996  and  1995,  and  the  results  of  its 
operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally  accepted 
accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Employer  Contributions  are  not  a  required  part 
of  the  basic  financial  statements  but  are  supplementary  information  required  by  the  Governmental 
Accounting  Standards  Board.  We  have  applied  certain  limited  procedures,  which  consisted  principally 
of  inquiries  of  management  regarding  the  methods  of  measurement  and  presentation  of  the  supple- 
mentary information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 

Respectfully  submitted. 


September  30,  1996 


Jimes  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  20170.5  Helena,  MT  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 


SRS  FINANCIAL  SECTION 


Sheriffs'  Retirement  System 

Statements  of  Plan  Net  Assets 
asofjune30,  I996andi995 


1996 


1995 


Assets 
Cash  and  Short-term  Investments 

$ 

2,485,125 

$                 2,791,371 

Receivables 
Interest 
Accounts  Receivables 

Total  Receivables 

328,835 
222,538 

551,373 

550,019 
202,562 

752,581 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

26,674,438 

41,884,410 

1,194,585 

69,753,433 

19,162,412 

40,372,565 

965,530 

60,500,507 

Total  Assets 

72,789,931 

64,044,459 

Liabilities 

Accounts  Payable 
Deferred  Revenue 

40,954 
3,096 

39,627 
2,639 

Total  Liabilities 

44,050 

42,266 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  168.)                $ 

72,745,881 

$               64,002,193 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Sheriffs'  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30, 1996  and  1995 


Additions 

Contributions 

Employer  (Note  C.2)  $ 

Plan  Member  (Note  C.  1) 
Interest  Reserve  Buyback 
Total  Contributions 

Investment  Income  (Note  A.2) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Net  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 

Refund  of  Member  Contributions  (Note  B.6) 

Employer  Refund 

Administrative  Expense 

Total  Deductions 

Net  Increase 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A. 3) 
Beginning  of  Year  Restated 
End  of  Year  $ 


1996 


8,743,688 


64,002,193 


64,002,193 


1995 


1,558,227 

$       1,288,760 

1,537,921 

1,309,847 

4,453 

13,412 

3,100,601 

2,612,019 

3,076,137 

5,257,179 

3,606,277 

3,037,598 

623,059 

508,937 

7,305,473 

8,803,714 

23,622 

16,618 

7,281,851 

8,787,096 

10,382,452 

11,399,115 

1,294,612 

1,095,554 

302,906 

386,228 

19,035 

30,613 

22,211 

16,722 

1,638,764 

1,529,117 

9,869,998 


50,901,330 
3,230,865 


72,745,881    $ 


54,132,195 
64,002,193 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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SRS  FINANCIAL  SECTION 


Sheriffs'  Retirement  System 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


T 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Sheriffs' 
Retirement  System  (SRS),  a  statewide  retirement  plan  established  in  1974  in 
accordance  with  Title  19,  chapters  2  &  7  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  SRS  is  part  of  the  primary  government  of  the  State  of  Montana.  The 
accounting  records  and  financial  statements  are  prepared  by  the  Public  Employees' 
Retirement  Division  (PERD)  using  the  accrual  basis  of  accounting.  Plan  member 
contributions  are  recognized  in  the  period  in  which  the  contributions  are  due. 
Employer  contributions  are  recognized  when  due  and  the  employer  has  made  a 
formal  commitment  to  provide  the  contributions.  Benefits  and  refunds  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and  become 
measurable.  Administrative  expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  statutorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  reuirn.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
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pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

b.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank.  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
structure  differs  from  the  basic  corporate  convertible  preferred  structure 
and  are  required  to  be  disclosed  per  GASB.  Equity  investments,  traded  on 
a  national  security  exchange,  are  stated  at  the  last  reported  sales  price  on 
valuation  day,  while  equity  securities  traded  in  the  over-the-counter  market 
are  stated  at  the  last  quoted  bid  price.  These  security  strucmres  include  one 
holding  in  Automatically  Convertible  Equity  Security  (ACEs)  and  two 
holdings  in  Dividend  Enhanced  Common  Stock  (DECs).  Investments  in 
common  stock  cannot  exceed  50%  of  the  fund  [17-6-201,  MCA]. 

c.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  its  custodial  bank.  State  Street  Bank.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
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to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASB.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $1 1,000.000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  position  on  behalf  of  the  company's 
current  management  team. 

3.         Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $3,230,865  includes  the  cumulative 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $3,218,535  and  (2)  a  change 
in  the  accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal 
year  1995  of  $12,330. 


B.        Plan  Description 

The  SRS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan  that  covers  all  Montana 
sheriffs  and  Department  of  Justice  investigators  hired  after  July  1,  1993.  The  SRS  provides 
retirement,  disability  and  death  benefits  to  plan  members  and  their  beneficiaries.  Benefits 


164  Montana  PERB  's  Comprehensive  Annual  Financial  Report 


SRS  FINANCIAL  SECTION 


are  vested  after  15  years  of  membership  service,  or  after  five  years  if  involuntarily 
terminated.  The  authority  to  establish,  amend  and  provide  cost  of  living  adjustments  for 
the  plan  is  assigned  to  the  State  Legislature.  Membership  of  the  SRS  consisted  of  the 
followina  at  June  30.  1996.  the  date  of  the  last  actuarial  valuation: 


SRS  Membership 

June  30, 

1996 

June  30, 

1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

107 

77 

Disability  Retirements* 

22 

29 

Survivor  Benefits 

13 

12 

Terminated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

22 

20 

Non-vested 

109 

98 

Active  Plan  Members 
Total 

.^82 

554 

855 

790 

♦1996  decrease  due  to  conversion  of  disability 

retirements  to  service  retirement  status 

Number  of  Participating  Employers 

55 

55 

See  page  198  for  schedule  of  SRS  employers 

1. 


Retirement  Benefits 


A  member  may  retire  with  a  regular  service  retirement  after  completing  20  years 
of  membership  service,  regardless  of  age.  The  retirement  benefit  (with  optional 
benefits  available  for  the  joint  life  of  a  contingent  annuitant),  payable  monthly  for 
life,  is  based  on  the  following  formula: 


SRS  Benefit  Formula 

2.0834%  ^  Years  of  Service  «  FAS 


FAS  is  the  member's  highest  average  compensation  during  any  36  consecutive 
months  of  membership  service. 

A  member  may  retire  with  an  actuarially  reduced  early  retirement  benefit  after 
completing  15  years  of  membership  service  and  attaining  age  50. 
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2.  Deferred  Benefits 

A  member  who  involuntarily  leaves  covered  employment  with  at  least  five  years 
service  but  before  attaining  retirement  eligibility  becomes  eligible  for  a  monthly 
benefit  at  age  50,  provided  the  accumulated  contributions  are  left  on  deposit. 

3.  Disability  Benefits 

A  member,  who  becomes  totally  and  permanently  disabled  from  performing  the 
essential  duties  of  the  member's  position,  is  eligible  for  a  disability  benefit  equal 
to: 

a)  for  non-service  disability,  the  acmarial  equivalent  of  the  accrued  benefit 
based  on  20  years  of  service,  or 

b)  for  members  disabled  in  the  line  of  duty,  one-half  of  FAS. 

4.  Survivor  Benefits 

Upon  the  death  of  an  actively  employed  member  of  the  system,  the  beneficiary  is 
entitled  to  elect  either: 

a)  a    lump    sum    payment    equal    to    the    member's    total    accumulated 
contributions,  including  interest,  or 

b)  a  monthly  benefit  actuarially  reduced  from  either  age  65  or  20  years  of 
service,  whichever  would  produce  the  higher  benefit. 

c)  In  the  case  of  a  duty-related  death,  a  monthly  benefit  not  less  than  50%  of 
FAS. 

5.  Benefit  Enhancements  after  Retirement 

Post  retirement  adjustments  provide  annual  permanent  monthly  benefit  increases 
funded  from  annual  investment  earnings  exceeding  the  acmarially  required  8% 
yield.  These  increases  are  paid  to  eligible  recipients  based  on  years  of  service, 
current  age  and  the  retirement  option  chosen.  In  January  1996.  no  post  retirement 
adjustment  was  paid.  In  January  1995,  the  average  eligible  recipient  received  an 
increase  equal  to  1.06%  of  benefits. 

6.  Refund  of  Contributions 

If  a  member  voluntarily  leaves  covered  employment  before  retirement,  member 
contributions  plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the 
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member  returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest 
the  contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 


C.        Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  The  contribution  rate  for  fiscal  years  1996  and  1995  was 
7.865%  and  7%,  respectively,  of  total  monthly  compensation.  Contributions  are 
deducted  from  each  member's  salary  and  remitted  by  the  employer.  An  individual 
account  is  established  for  each  member's  contributions  and  interest  allocations  until 
a  retirement  or  refund  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  During  fiscal  years  1996  and  1995,  each  employer 
contributed  8.535%  and  7.67%,  respectively,  of  their  total  SRS-covered  payroll 
to  the  retirement  system  on  a  monthly  basis. 
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Sheriffs'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets* 

--Entry  Age 

(UAAL) 

Ratio 

Payroll** 

Covered  Payroll 

Date 

(a) 

(b) 

(b-a) 

(a/b) 

(c) 

((b-a)/c) 

06/30/92 
06/30/94 

$44,113,983 
55,219,616 

$34,259,711 
42.978,252 

$0 
0 

128.76% 
128.48% 

$13,688,154 
15.868,820 

0.00% 
0.00% 

06/30/96 

68,646,509 

52,751,300 

0 

130.13% 

17,889,806 

0.00% 

Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 
Method. 
**  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 
FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Sheriffs'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Employer  Contributions 


Year 

Annual 

Ended 

Required 

Percentage 

June  30 

Contribution 

Contributed 

1991 

$888,953 

111.35% 

1992 

1,049,881 

103.66% 

1993 

1,095,102 

102.21% 

1994 

1,217,138 

98.68% 

1995 

1,221,535 

105.50% 

1996 

1,526,895 

102.05% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 
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Sheriffs'  Retirement  System 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30,  1996 

Entry  age 

Level  percentage  of  payroll, 
open 

NA 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%.  compounded  annually 

6% 

None 

None 
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Sheriffs'  Retirement  System 


Introduction 


The  investment  activity  of  the  Sheriffs'  Retirement  System  is  governed  by  the  Montana 
Constitution  and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule  requires 
the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and  diligence  that 
a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with  like  matters 
exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fiind  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  opportunity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  remrns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Sheriffs'  Retirement  System's  assets  is  realization 
of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest  possible  cost  to 
employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3  % 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Sheriffs'  Retirement  System's  success  in 
meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high  probability  of  achieving 
the  SRS's  basic  investment  objective  is:  57%  -  76%  fixed  income  investments  and  24%  -  43% 
equity  investments.  During  Fiscal  Year  1996,  the  SRS's  actual  asset  mix  was  61%  fixed  income 
investments  and  39%  equity  investments. 
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Target  Asset  Allocation 


(58.9%)  Retirement  Fund  Bond  Pool 


(2.5%)  Short  Term  Investment  Pool 


( 1 .5  %)  Leveraged  Buy-Outs 


(37.1  %)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  SRS's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfolio  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  return  of  11 .28%  for  fiscal  year  1996. 
At  June  30,  1996,  SRS's  portfolio  market  value  was  $72.2  million,  and  increase  of  $9.0  million 
over  June  30,  1995. 
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Sheriffs'  Retirement  System 

Asset  Mix  (market  value) 
asofjune30,  I996andl995 


Investment  Type 


1996  %  of 

Market  Value      Total 


1995  %  of 

Market  Value      Total 


Dollar  % 

Change         Change 


RFBP  (Fixed  Income)         $41,884,410       57.98%         $40,372,565       63.81%        $1,511,845       3.74% 


Common  Stock  Pool 
Leveraged  Buy-Outs 
Total  Equities  $27,869,023       38.58%         $20,127,942       31.81%        $7,741,081     38.46% 


26,674,438       36.93% 
1,194,585         1.65% 


19,162,412       30.28%         $7,512,026     39.20% 
965,530         1.53%  229,055     23.72% 


STIP 


$2,484.125 3.44% J2,773,140         4.38%  ($289,015)  -10.42% 

rofa/^Ji72,237,558     100.00%        $63,273,647     100.00%        $8,963,911     14.17% 


Actual  Asset  Allocation 

as  of  June  30, 1996 


(58.0%)  Retirement  Funds  Bond  Pool 


(3.4%)  Short  Term  Investment  Pool 


(1.7%)  Leveraged  Buy-Outs 


(36.9%)  Common  Stock  Pool  (MTCOMP) 
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Sheriffs'  Retirement  System 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 

68,341,406  Short  Term  Investment  Pool  $68,341,407 

32,000,000  United  States  Treasury  Bonds  39,575,040 

36,000,000  United  States  Treasury  Bonds  36,843,840 

34,000,000  United  States  Treasury  Bonds  35,721,080 

30,500,000  United  States  Treasury  Bonds  34,698,630 

31,000,000  United  States  Treasury  Bonds  34,385,820 

150,000,000  Student  Loan  Marketing  Association  33,750,000 

32,000,000  United  States  Treasury  Notes  31,434,880 

26,000,000  United  States  Treasury  Notes  25,792,780 

22,017,992  FNMA  Pool  303365  21,460,497 
SRS'  411,070  shares  represent  2.43%,  of  the  total  RFBP  portfolio. 


Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

SRS'  57,830  shares  represent  2.02%  of  the  total  Montcomp  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Sheriffs'  Retirement  System 

Investment  Summary 
as  of  June  30, 1996 


Percent  of  Total 

Type  of  Investment 

— 

Market  Value 

Market  Value 

Fixed  Income: 

Retirement  Funds  Bond  Pool 

$ 

41,884,410 

57.98% 

Equities: 
Common  Stock  Pool 

26,674,438 

36.93% 

Leveraged  Buyouts 

1,194,585 

1.65% 

Short-term  Investments: 

Short-term  Investment  Pool 

— 

2,484,125 

3.44% 

Total 

$_ 

72,237,558 

100.00% 
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FRndrickson,  Miller 

&  Associates,  Inc. 

^  ■%  ^,    S'    ACTUARIAL         CONSULTANTS 

...      "^  Securities  Building  •  101  N.  Last  Chance  Gulch 

"""  P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442-5222 
FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  Box  200131 

Helena,  MT  59620-01 31 

Re:  Sheriffs'  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board: 

We  certify  that  the  information  presented  herem  and  in  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Sheriffs"  Retirement 
System. 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.  In  our  opinion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries    Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Acluarial  valuations 

The  actuarial  valuation  (i)  determines  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

Financing  objectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  any  amortization.  The  funding  rates  are  detennined  on  a  level 
percent  of  pay  basis.  As  of  July  1,  1996,  there  was  no  unfunded  liability. 


Public  Employees'  Retirement  Division 
Members  of  the  Board 
Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary  and  reflect  the  results  of  the  latest  five-year  expenence  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  year's  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff. 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P.  Hendrickson  1 

Member  of  the  American  Member  of  the  Aiiierican 

Academy  of  Actuaries  Academy  of  Actuaries 
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Sheriffs'  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 

An  experience  study  was  completed  in  1994  to  investigate  the  actuarial  experience  of  the  Sheriffs' 
Retirement  System.  Based  on  that  study,  the  acniary  recommended  actuarial  assumptions  which 
were  adopted  by  the  Public  Employees'  Retirement  Board  on  August  25,  1994.  These  assumptions 
were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the  latest  valuation  of  June  30, 
1996.  The  following  is  a  discussion  of  those  assumptions. 

Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table,  adjusted  to 
reflect  the  higher  rates  experienced  by  the  members. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  the  acmal  experience  of  the  system  as  determined  in  the  1994 
withdrawal  study. 


Withdraw 

per  10,000 

Age 

Active  Members 

25 

875 

30 

619 

35 

559 

40 

459 

45 

293 

50 

166 

Montana  PERB  's  Comprehensive  Annual  Financial  Report  \  83 


SRS  ACTUARIAL  SECTION 


Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8%. 

Termination  Benefits 

It  was  assumed  that  all  members  terminating  with  less  than  five  years  of  service  would  receive  an 
immediate  withdrawal  of  their  member  contributions  with  interest.  It  was  further  assumed  that 
members  with  five  or  more  years  of  service  would  select  the  most  advantageous  benefits  under 
the  given  assumptions. 

Service  Purchase 

It  was  assumed  that  1/3  of  the  members  that  are  within  15  years  of  service  until  reaching  the 
assumed  retirement  age  will  purchase  or  buy  back  three  years  of  service.  The  cost  of  this  service 
was  assumed  to  equal  20%  of  the  total  liability. 
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Sheriffs'  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation 

Number 

Nbr 

Covered 

Annual 

%Pay 

Date 

Members 

525 

ERs 

54 

Payroll* 

Average  Pay 

Increase 

June  30,  1991 

$11,590,002 

$22,076 

-4.84% 

June  30.  1992 

521 

54 

13,688,154 

26,273 

19.01% 

June  30,  1993 

525 

54 

14,277,727 

27,196 

3.51% 

June  30.  1994 

552 

55 

15,868,820 

28,748 

5.71% 

June  30.  1995 

554 

55 

15.926.136 

28,748 

0.00% 

June  30, 1996 

582 

55 

17,889,806 

30,797 

7.13% 

^Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Sheriffs'  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


End  of 

Average 

Year 

Number 

Number 

Year 

Annual 

%  Benefit 

Ended 

Added 

Removed 

Total 

Benefit 

Increase 

June  30,  1991 

13 

5 

93 

$7,764 

14.72% 

June  30,  1992 

6 

0 

99 

8,016 

3.25% 

June  30,  1993 

8 

4 

103 

8,472 

5.69% 

June  30,  1994 

8 

0 

111 

8,988 

6.09% 

June  30,  1995 

10 

3 

118 

9,252 

2.94% 

June  30, 1996 

26 

2 

142 

9,624 

4.02% 
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Sherrifs'  Retirement  System 


Solvency  Test 

(1) 

(2) 

(3) 

Portion  of  Accrued 

Active 

Retirants 

Active  Members 

Liabilities  Covered 

Valuation 

Member 

and 

(ER  financed 

Reported 

by  Reported  Asset 

Date 

Contributions 

Beneflciaries 

i           portion) 

Assets 

(1)          (2)          (3) 

June  30,  1992 

$6,537,173 

$8,693,771 

$19,028,767 

$44,113,983 

100%      100%      100% 

June  30,  1994 

8,018,404 

10,946,882 

24,012,966 

55,219,616 

100%      100%      100% 

June  30,  1996 

9,448,879 

14,848,274 

28,454,147 

68,646,509 

100%     100%     100% 
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Sheriffs'  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  ($1,160,708) 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  48,368 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  37,350 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  906,871 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  739,055 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  1,058,642 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (600,609) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  $1,028,969 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  (950,295) 


Composite  Gain  (or  Loss)  During  Year  $78,674 

The  gain  in  the  accrued  liability  is  $29,673  and  that  in  the  actuarial  funded  assets  is  $1,058,642.  The  composite 
gain  for  the  biennial  period  of  $78,674  is  an  acceptable  amount  for  the  system. 
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Sheriffs'  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions  - 
Employer  Contributions  - 
Retirement  Benefit  - 


Early  Retirement  Benefit  - 


Disability  Benefit 


Death  Benefit  - 


Termination  Benefit 


Benefit  Adjustments  - 


7.865%  of  member's  compensation. 

8.535%  of  member's  compensation. 

Eligibility:  20  years  of  service,  regardless  of  age. 

Normal  Form:  Life  payments  with  a  death  benefit  equal  to  the 
balance  of  the  member's  contributions  not  received  at  the  date  of 
death. 

Benefit:  2.0834%  ^  final  average  salary  (FAS)  ^  years  of  service. 

Eligibility:  15  years  of  service. 

The  commencement  date  is  the  first  date  of  the  month  following  age 

50. 

Benefit:  Actuarial  equivalent  of  the  accrued  benefit  based  on 
retirement  after  completing  20  years  of  service  or  reaching  age  60. 

Service  Disability:  50%  of  FAS. 

Non-service  Disability:  Acuiarial  equivalent  of  the  accrued  benefit 
based  on  retirement  after  completing  20  years  of  service. 

Service  Death:  50%  of  FAS. 

Non-service  Death:  Acmarial  equivalent  of  the  accrued  benefit 
based  on  retirement  after  completing  20  years  of  service  or  reaching 
age  65. 

Prior  to  five  years  of  service,  return  of  member  contributions.  If 
involuntarily  terminated  after  five  years  of  service,  the  member  may 
elect  to  receive  the  actuarial  equivalent  of  the  accrued  benefit  at  age 
50. 

Investment  earnings  in  excess  of  8%,  if  any,  are  used  to  provide 
post-retirement  increases. 
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Purchase  Service  -  A  member  may  purchase  one  additional  year  of  service  credit  for 

every  five  years  of  membership  service.  A  maximum  of  five  years 
may  be  purchased. 

Cost:  a  member  shall  contribute  the  actuarial  cost  of  the  service 
based  upon  the  most  recent  actuarial  valuation. 
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SRS  STATISTICAL  SECTION 


Sheriffs'  Retirement  System 

Schedule  of  Revenue  by  Source 


Employer 

Contribution 

as  a  Percent 

Fiscal 

Contributions 

Retirement 

Investment 

of  Covered 

Year 

Member* 

Employer** 

Adjustment 

Income*** 

Total 

Payroll**** 

1991 

$976,490 

$989,827 

$0 

$3,153,816 

$5,120,133 

8.54% 

1992 

1,089,237 

1,088.347 

18,132 

3,410.222 

5,605,938 

7.95% 

1993 

1,072,211 

1.119,336 

20,586 

3,590,727 

5,802,860 

7.84% 

1994 

1,194,533 

1,201,075 

0 

3,929,666 

6,325,274 

7.57% 

1995 

1,323,259 

1,288.760 

0 

8.787.096 

11,399.115 

8.09% 

1996 

1,542^74 

1,558^27 

0 

7,281,851 

10,382,452 

8.71% 

Revenue  for  Fiscal  Year  96 


(14.9%)  Member 


(70. 1  %)  Investment  Income 


\    (15.0%)  Employer 


♦Includes  Interest  Reserve  Buyback. 
♦♦Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
♦♦♦Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of  Investment 
Expense  FY91  -  FY96. 
♦♦♦♦Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for  other  years. 

Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Sheriffs'  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$729,112 

$534,151 

$16,859 

$10,456 

$1,290,578 

1992 

781,090 

271,057 

14,789 

(92) 

1,066,844 

1993 

882,569 

274,166 

22,012 

80,751 

1,259,498 

1994 

963,464 

240,083 

23,884 

17,591 

1.245,022 

1995 

1,095.554 

386,228 

16.722 

30.613 

1,529,117 

1996 

1,294,612 

302,906 

22,211 

19,035 

1,638,764 

Expenses  for  Fiscal  Year  96 


(1.1%)  Other    (1.4%)  Admin.  Expenses 


(18.5%)  Refunds 


(79.0%)  Benefits 


*Includes  Investment  Expense  for  FY91  through  FY94 
**Includes  Prior  Year  Adjustments 
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Sheriffs'  Retirement  System 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 

Benefits 

Death  in 

Disability 

Fiscal 

Year 

Retirees 

Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$447,369 

$57,442 

$555 

$223,746 

$534,150 

$1,263,262 

1992 

479,262 

61,537 

594 

239,696 

271,057 

1,052,147 

1993 

537,785 

68.877 

0 

275,907 

274,166 

1,156,735 

1994 

564,019 

78.857 

25,974 

294,613 

240,083 

1,203,547 

1995 

677.686 

80.351 

8,536 

328,981 

386,228 

1,481,782 

1996 

909,995 

105,817 

0 

278,800 

302,906 

1,597,518 

Benefit  Expenses  by  Type 


(19.0%)  Refunds 


(17.5%)  Disability 


(6.5%)  Survivors 


(57.0%)  Retirees 
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Sheriffs'  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Fiscal 

Year 

Retired 

Disabled 

Survivors 

Tota 

1991 

54 

28 

11 

93 

1992 

60 

28 

11 

99 

1993 

62 

29 

12 

103 

1994 

68 

31 

12 

111 

1995 

77 

29 

12 

118 

1996 

107 

22 

13 

142 

Retired  Members  by  Type  of  Benefit 


a 


150 

y] 

100 

^ 

50 

- 

0 

I 

J 

1991 


1992 


1993  1994 

Fiscal  Year 


1995 


1996 


a  Retired 


Disabled 


Survivors 
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Sheriffs'  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's  / 

ige 

Service 

<  45 

45-49 

50-54 

55-59      60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$0 

$597 

$0 

$660       $456 

$268 

$0 

$0 

$167 

$527 

5-9 

1,123 

871 

617 

779             0 

359 

0 

0 

0 

687 

10-14 

1,105 

1.005 

1,039 

608         832 

334 

529 

287 

260 

583 

15-19 

0 

809 

754 

1,038         757 

776 

619 

417 

328 

681 

20-24 

1.131 

1,124 

1,081 

1,102         839 

785 

630 

760 

464 

903 

25-29 

0 

0 

1,853 

1,174      1,018 

819 

923 

760 

520 

1,044 

30-34 

0 

0 

0 

0             0 

941 

1,150 

1,436 

797 

1,053 

35-39 

0 

0 

0 

0      2,271 

0 

0 

0 

0 

2,271 

40-UP 

0 

0 

0 

0             0 

0 

1,737 

0 

0 

1,737 

Average 

$1,096 

$808 

$994 

$1,011       $924 

$603 

$758 

$709 

$381 

$802 

Average  Benefit  Payment  Amounts 


Dollars 
600 


1000 


1200 
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SRS  STATISTICAL  SECTION 


Sheriffs'  Retirement  System 

Schedule  of  Participating  Employers 


SRS  Active  Members  by  Employer 

Employers 

6/30/96       6/30/95 

Employers 

6/30/96 

6/30/95 

Counties: 

McCone 

3 

3 

Beaverhead 

6                 7 

Meagher 

4 

3 

Big  Horn 

14                14 

Mineral 

8 

6 

Blaine 

6                 5 

Missoula 

44 

45 

Broadwater 

7                 6 

Musselshell 

7 

6 

Carbon 

7                 6 

Park 

10 

10 

Carter 

2                 2 

Petroleum 

2 

2 

Cascade 

30               30 

Phillips 

9 

7 

Chouteau 

9                 9 

Pondera 

8 

7 

Custer 

5                 5 

Powder  River 

3 

3 

Daniels 

4                 4 

Prairie 

3 

3 

Dawson 

6                 6 

Ravalli 

20 

19 

Fallon 

2                 2 

Richland 

6 

7 

Fergus 

8                  8 

Roosevelt 

9 

10 

Flathead 

39               36 

Rosebud 

18 

17 

Gallatin 

29               30 

Sanders 

8 

7 

Garfield 

3                 2 

Sheridan 

5 

4 

Glacier 

8                 7 

Silver  Bow 

1 

1 

Golden  Valley 

2                 1 

Stillwater 

7 

7 

Granite 

4                 4 

Sweet  Grass 

4 

4 

Hill 

10                 9 

Teton 

7 

6 

Jefferson 

10                 9 

Toole 

11 

12 

Judith  Basin 

3                 3 

Treasure 

2 

2 

Lake 

14                14 

Valley 

11 

13 

Lewis  &  Clark 

29               26 

Wheatland 

4 

4 

Liberty 

4                 4 

Wibaux 

3 

3 

Lincoln 

21                 22 

Yellowstone 

47 

42 

Madison 

9                 8 

State  Dept  of  Justice 

27 

22 

Totals: 

55  Employers 

582 

554 
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Marysville,  located  north  of  Helena  still  has  many  structures  and  inhabitants.  Much  of  its  history 
centers  on  the  "Irish  Tommy"  Cruse.  Cruse  founded  Marysville,  after  discovering  his  mine,  the 
Drumlummon  (named  after  his  birthplace  in  Ireland)  which  made  him  rich.  Marysville  was  the 
state's  leading  gold  producer.  Photo  compliments  of  Pat  McNamer,  PERD. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 

INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Judges'  Retirement  System  as 
of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net  Assets  for  each  of  the  two 
fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in  these  financial  statements  is 
the  responsibility  of  the  system's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

Article  VIII,  Section  15,  of  the  Constitution  of  the  state  of  Montana  requires  public  retirement  systems 
be  funded  on  an  actuarially  sound  basis.  As  discussed  in  note  C.3,  the  system's  actuary  has  been 
precluded  from  certifying  the  actuarial  soundness  of  the  system. 

In  our  opinion,  except  for  the  effects,  if  any,  from  noncompliance  with  the  Montana  Constitution 
described  in  the  preceding  paragraph,  the  financial  statements  referred  to  above  present  fairly,  in  all 
material  respects,  the  financial  position  of  the  Judges'  Retirement  System  at  June  30.  1996  and  1995, 
and  the  results  of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with 
generally  accepted  accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Contributions  from  the  Employer  and  Other 
Contributing  Entities  are  not  a  required  part  of  the  basic  financial  statements  but  are  supplementary 
information  required  by  the  Governmental  Accounting  Standards  Board.  We  have  applied  certain 
limited  procedures,  which  consisted  principally  of  inquiries  of  management  regarding  the  methods  of 
measurement  and  presentation  of  the  supplementary  information.  However,  we  did  not  audit  the 
information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  30,  1996 


Room  135,  State  Capitol  Building,  PO  Box  201705  Helena.  MT  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 


JRS  FINANCIAL  SECTION 


Judges'  Retirement  System 

Statements  of  Plan  Net  Assets 
asofjune30,  I996andl995 


1996 


1995 


Assets 
Cash  and  Short-term  Investments 

Receivables 
Interest 

Accounts  Receivable 
Employer-Long  Term  (Note  C.3) 
Allowance  For  Uncollectible  Accounts 
Total  Receivables 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

Total  Assets 

Liabilities 

Accounts  Payable 


827,227 

$       1,210,427 

119,693 
67,609 

2,737,675 
(2,737,675) 
187,302 

208,588 
59,784 
2,398,052 
(2,398,052) 

268,372 

9,746,341 

15,215,608 

597,294 

25,559,243 

7,565,013 

14,445,651 

482,766 

22,493,430 

26,573,772 

23,972,229 

2,899 

9,070 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  213.)  S 


26,570,873     $ 


23,963,159 


The  notes  to  the  financial  statements  are  an  inte.eral  part  of  this  statement. 
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Judges'  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30, 1996  and  1995 


Additions 

Contributions 

Employer  (Note  C.2)  $ 

Plan  Member  (Noted) 
Court  Fees  (Note  C.3) 
Total  Contributions 

Investment  Income  (Note  A.2) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Net  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 
Administrative  Expense 
Bad  Debt  Expense 

Total  Deductions 

Net  Increase 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A.3) 
Beginning  of  Year  Restated 
End  of  Year  $ 


1996 


1995 


174,491 

$        165,537 

203,363 

193,119 

952,934 

1,006,421 

1,330,788 

1,365,077 

1,271,244 

2,212,839 

1,290,305 

857,735 

241,860 

212,490 

2,803,409 

3,283,064 

9,862 

7,205 

2,793,547 

3,275,859 

4,124,335 

4,640,936 

1,174,233 

928,246 

2,765 

2,216 

339,623 

415,613 

1,516,621 

1,346,075 

2,607,714 


23,963,159 


23,963,159 


3,294,861 


19,339,023 
1,329,275 


26,570,873    $ 


^,668^8 
23,963,159 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Judges'  Retirement  System 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


T 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Judges' 
Retirement  System  (JRS),  a  statewide  retirement  plan  established  in  1967  in 
accordance  with  Title  19,  chapters  2  &  5  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  JRS  is  part  of  the  primary  government  of  the  State  of  Montana.  The 
accounting  records  and  financial  statements  are  prepared  by  the  Public  Employees' 
Retirement  Division  (PERD)  using  the  accrual  basis  of  accounting.  Plan  member 
contributions  are  recognized  in  the  period  in  which  the  contributions  are  due. 
Employer  contributions  are  recognized  when  due  and  the  employer  has  made  a 
formal  commitment  to  provide  the  contributions.  Benefits  and  refunds  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and  become 
measurable.  Administrative  expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  statutorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
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pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank.  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Equity  investments,  traded  on  a  national  security  exchange,  are 
stated  at  the  last  reported  sales  price  on  valuation  day,  while  equity 
securities  traded  in  the  over-the-counter  market  are  stated  at  the  last  quoted 
bid  price.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
structure  differs  from  the  basic  corporate  convertible  preferred  strucmre 
and  are  required  to  be  disclosed  per  GASB.  These  security  structures 
include  one  holding  in  Automatically  Convertible  Equity  Security  (ACEs) 
and  two  holdings  in  Dividend  Enhanced  Common  Stock  (DECs). 
Investments  in  common  stock  cannot  exceed  50%  of  the  fimd  [17-6-201, 
MCA]. 

RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage -backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  its  custodial  bank.  State  Street  Bank.  Premiums  and 
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discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASB.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitfing  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $11,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  position  on  behalf  of  the  company's 
current  management  team. 

3.         Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $1,329,275  includes  the  cumuladve 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $1,349,078  and  (2)  a  change 
in  the  accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal 
year  1995  of  $(19,803). 


B.        Plan  Description 

The  JRS  is  a  single-employer,  defined  benefit  plan  that  covers  all  Montana  judges  of  the 
district  courts,  justices  of  the  Supreme  Court  and  the  Chief  Water  judge.  The  JRS  provides 
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retirement,  disability  and  death  benefits  to  plan  members  and  their  beneficiaries.  Benefits 
are  vested  after  five  years  of  membership  service.  The  authority  to  establish,  amend  and 
provide  cost  of  living  adjustments  for  the  plan  is  assigned  to  the  State  Legislature. 
Membership  of  the  JRS  consisted  of  the  following  at  June  30,  1996,  the  date  of  the  last 
actuarial  valuation: 


JRS  Membership 

June  30, 

1996        June  30,  1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

45                          41 

Disability  Retirements* 

1                            4 

Survivor  Benefits 

1                             1 

Terminated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

1                             1 

Non-vested 

0                            0 

Active  Plan  Members 

44                           44 

Total 

92                           91 

*1996  decrease  due  to  conversion  of  disability  retirements  to  service  retirement  status 

Retirement  Benefits 

A  member  may  retire  with  a  service  retirement  benefit  after  completing  at  least  five 
years  of  membership  service  and  attaining  age  65.  The  retirement  benefit,  payable 
monthly  for  life  (with  optional  benefits  available  for  the  joint  life  of  a  contingent 
annuitant),  is  based  on  the  following  formula: 


JRS  Benefit  Formula 

3  1/3%   ^  Yearsof  Service  (up  to  15)  IS  Current  Salary 
plus  1.785%   SS  Years  of  Service  (over  15)  iS  Current  Salary 


Current  Salary  is  the  monthly  compensation  currently  paid  to  an  active  member 
holding  the  position  from  which  the  member  retired. 

A  member  who  is  involuntarily  discontinued  from  service  after  at  least  five  years 
of  membership  service  and  before  retirement  eligibility  may  receive  an  actuarially 
reduced  retirement  benefit  beginning  after  termination  from  service.  For  members 
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elected  or  appointed  prior  to  July  1,  1983  who  have  at  least  12  years  of  service, 
the  involuntary  allowance  is  not  actuarially  reduced. 

2.  Deferred  Benefits 

A  vested  member  voluntarily  leaving  covered  employment  before  attaining 
retirement  age  is  eligible  for  a  monthly  benefit  at  age  65,  provided  the  accumulated 
contributions  are  left  on  deposit. 

3.  Disability  Benefits 

An  active  member,  who  becomes  totally  and  permanently  disabled  from 
performing  the  essential  duties  of  the  member's  position,  is  eligible  for  a  disability 
benefit  equal  to: 

a)  the  actuarial  equivalent  of  the  accrued  benefit  based  on  retirement  at  age  65 
if  non-service  related,  or 

b)  not  less  than  one-half  of  the  member's  final  current  salary  for  members 
disabled  in  the  line  of  duty, 

4.  Survivor  Benefits 

Upon  the  death  of  a  member,  the  designated  beneficiary  is  entitled  to: 

a)  in  the  case  of  a  non-service  death,  a  monthly  benefit  which  is  the  acmarial 
equivalent  of  the  accrued  benefit  based  on  retirement  at  age  65,  or 

b)  in  the  case  of  a  duty-related  death,  a  monthly  benefit  equal  to  the  actuarial 
equivalent  of  the  accrued  benefit. 

Upon  the  death  of  a  retired  member  who  chose  a  regular  retirement  benefit  and 
dies  before  receiving  an  amount  equal  to  the  present  value  of  the  member's  service 
retirement  benefit,  the  balance  must  be  paid  to  the  member's  designated  beneficiary 
in  a  lump-sum  payment.  The  lump-sum  payment  may  be  annuitized  and  paid  over 
the  beneficiary's  lifetime. 

5.  Benefit  Enhancements  after  Retirement 

Since  current  salary  is  used  in  the  calculation  of  the  monthly  benefit,  each  time  the 
legislature  increases  the  salaries  for  active  judges,  benefits  of  retired  judges  (or 
eligible  contingent  annuitants)  increase. 
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Refund  of  Contributions 

If  a  member  leaves  covered  employment  before  retirement,  member  contributions 
plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the  member 
returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest  the 
contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 


C.        Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislamre.  The  contribution  rate  for  fiscal  years  1996  and  1995  was 
7%  of  total  monthly  compensation.  Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  the  employer.  An  individual  account  is 
established  for  each  member's  contributions  and  interest  allocations  until  a 
retirement  or  refund  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  During  fiscal  years  1996  and  1995,  the  State  contributed 
6%  of  total  JRS-covered  payroll  to  the  retirement  system  on  a  monthly  basis. 

3.  Court  Fees 

The  State  is  required  to  contribute  an  amount  equal  to  34.71%  of  member  salaries 
from  district  court  fees  transmitted  to  the  State  by  clerks  of  the  district  courts.  In 
addition,  25%  of  Supreme  Court  fees  are  paid  to  the  fund.  Total  court  fees  (both 
Supreme  Court  &  District  Court  fees)  collected  in  fiscal  year  1996  totaled 
$613,311;  for  fiscal  year  1995  the  total  collected  was  $590,808. 


Shortfall  in  Contributions  from  District  Court  Fees 

District  court  fees  have  not  generated  the  cash  flow  for  the  JRS  as  required  by  19- 
5-404,  MCA,  for  several  years.  This  trend  is  expected  to  continue  and  collection 
of  the  shortfall  is  doubtful.  At  the  present  time,  the  JRS  is  able  to  meet  all  current 
obligations,  but  the  continued  funding  shortfall  has  precluded  the  actuary  from 
certifying  the  actuarial  soundness  of  this  system.  Constitutional  Amendment  25 
(passed  in  November  1994)  requires  legislative  action  to  ensure  that  the  system  is 
funded  in  an  actuarially  sound  manner.  Legislation  will  be  proposed  in  the  1997 
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Legislative  session  to  have  court  fees  deposited  into  the  general  fund  and  then  have 
the  State  transfer  the  statutorily  required  amount  to  the  retirement  system.  The 
acmal  district  court  fees  remitted  during  fiscal  year  1996  provided  only  59.90% 
of  the  annual  required  contribution.  The  shortfall,  to-date,  totals  $2,659,854. 
GASB  Statement  No.  25  requires  that  the  shortfall  be  amortized  over  a  ten-year 
period.  Accreted  this  year  was  $77,821,  creating  a  total  long-term  receivable 
amount  of  $2,737,675. 
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Judges'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets* 

--Entry  Age 

(UAAL) 

Ratio 

Payroll** 

Covered  Payroll 

Date 

(a) 

(b) 

(b-a) 

(a/b) 

(c) 

((b-a)/c) 

06/30/92 
06/30/94 

$17,354,405 
21,280.849 

$20,432,013 
23.170.823 

$3,077,608 
1,889,974 

84.94% 
91.84% 

$2,502,038 
2,776,826 

123.00% 
68.06% 

06/30/96 

24,943,761 

27,722,826 

2,779,065 

89.98% 

2,906,601 

95.61% 

Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 
Method. 
**  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 
FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Judges'  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Contributions  from  the  Employer  and  Other  Contributing  Entities 


Year 

Ended 

June  30 

Annual 
Required  ER 
Contribution 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$144,570 
150,122 
163,166 
166,610 
142,254 

95.19% 
99.30% 
97.89% 
99.64% 
116.37% 

1996 

174,396 

100.05% 

Year 

Ended 

June  30 

Annual  Required 

District 

Court  Fees 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$836,340 
868,457 
943,917 
963,836 
822,940 

65.42% 
63.64% 

62.22% 
61.67% 
70.56% 

1996  ^ 

1,008,881 

59.90% 

Year 

Ended 

June  30 

Annual  Required 

Supreme 

Court  Fees 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$9,132 

9,813 

8,474 

9,560 

10,138 

100.00% 
100.00% 
100.00% 
100.00% 
100.00% 

1996 

8,958 

100.00% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 
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Judges'  Retirement  System 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30, 1996 

Entry  age 

Level  percentage  of  payroll, 
open 

15.82  years 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%,  compounded  annually 

6% 

None 

6%~assumed  salary  increase 
for  current  judges 
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Judges'  Retirement  System 


Introduction 


The  investment  activity  of  the  Judges'  Retirement  System  is  governed  by  the  Montana  Constitution 
and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule  requires  the  Board  of 
Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and  diligence  that  a  prudent 
person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with  like  matters  exercises 
in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fund  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  opportunity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  remrns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Judges'  Retirement  System's  assets  is  realization 
of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest  possible  cost  to 
employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3  % 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Judges'  Retirement  System's  success  in 
meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high  probability  of  achieving 
the  JRS's  basic  investment  objective  is:  57%  -  76%  fixed  income  investments  and  24%  -  43% 
equity  investments.  During  Fiscal  Year  1996,  the  JRS's  actual  asset  mix  was  61%  fixed  income 
investments  and  39%  equity  investments. 
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JRS  INVESTMENT  SECTION 


Target  Asset  Allocation 


(58.9%)  Retirement  Fund  Bond  Pool 


(1.5%)  Leveraged  Buy-Outs 

(2.5%)  Short  Term  Investment  Pool 

(37.1  %)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  JRS's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfolio  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  remrn  of  11 .71  %  for  fiscal  year  1996. 
At  June  30,  1996,  JRS's  portfolio  market  value  was  $26.4  million,  and  increase  of  $2.7  million 
over  June  30,  1995. 
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JRS  INVESTMENT  SECTION 


Judges'  Retirement  System 

Asset  Mix  (market  value) 
asofjune30,  I996andl995 


Investment  Type^ 


1996  %  of 

Market  Value      Total 


1995 


%  of 


Market  Value      Total 


Dollar  % 

Change        Change 


RFBP  (Fixed  Income)         $15,215,608       57.67%         $14,445,651       60.95%  $769,957      5.33% 


Common  Stock  Pool 
Leveraged  Buy-Outs 
Total  Equities 


STIP 


9,746,341       36.94% 

597,294  2.26% 

$10,343,635       39.20% 


7,565,013  31.92% 

_    482,766  2.04% 

$8,047,779  33.95% 

$1,208,427  5.10% 


$826,227         3.13% 
Total       $26.385,470     100.00%        $23,701.857     100.00% 


$2,181,328     28.83% 

114,528     23.72% 

$2,295,856     28.53% 

($382,200) -31.63% 

$2.683.613    11.32% 


Actual  Asset  Allocation 

as  of  June  30, 1996 


(57.7%)  Retirement  Fund  Bond  Pool 


(3.0%)  Short  Term  Investment  Pool 


(2.3%)  Leverage  Buy-Outs 


(37.0%)  Common  Stock  Pool  (MTCOMP) 
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JRS  INVESTMENT  SECTION 


Judges'  Retirement  System 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 


68,341,406 

Short  Teiiii  Investment  Pool 

$68,341,407 

32,000,000 

United  States  Treasury  Bonds 

39,575,040 

36,000,000 

United  States  Treasury  Bonds 

36,843,840 

34,000,000 

United  States  Treasury  Bonds 

35,721,080 

30,500,000 

United  States  Treasury  Bonds 

34,698,630 

31,000,000 

United  States  Treasury  Bonds 

34,385,820 

150,000,000 

Student  Loan  Marketing  Association 

33,750,000 

32,000,000 

United  States  Treasury  Notes 

31,434,880 

26,000,000 

United  States  Treasury  Notes 

25,792,780 

22,017,992 

FNMA  Pool  303365 

21,460,497 

JRS'  149,332  shares 

represent  .88%  of  the  total  RFBP  portfolio. 

Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

JRS'  21,130  shares  represent .  74%  of  the  total  Montcomp  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Judges'  Retirement  System 

Investment  Summary 
as  of  June  30, 1996 


Type  of  Investment 

$ 

Market  Value 

Percent  of  Total 
Market  Value 

Fixed  Income: 
Retirement  Funds  Bond  Pool 

15,215,608 

57.67% 

Equities: 
Common  Stock  Pool 
Leveraged  Buyouts 

9,746,341 
597,294 

36.94% 
2.26% 

Short-term  Investments: 
Short-term  Investment  Pool 

826,227 

3.13% 

Total 

$^ 

26,385,470 

100.00% 
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Hendrickson,  Miller 

&  Associates,  Inc. 

ACTUARIAL         CONSULTANTS 

Securities  Building  •  101  N.  Last  Chance  Gulch 

P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406.''442-5222 

FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  Box  200131 

Helena,  MT  59620-0131 

Re:  Judges'  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board: 

We  certify  that  the  information  presented  herein  and  in  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Judges'  Retirement 
System. 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.  In  our  opmion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries    Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Actuarial  valuations 

The  actuarial  valuation  (i)  determines  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

Financing,  objectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  the  amortization  rate.  The  normal  cost  and  amortization  rates  are 
determined  on  a  level  percent  of  pay  basis.  As  of  July  I,  1996,  the  remaining  amortization 
period  was  15.82  years. 


Public  Employees'  Retirement  Division 
Members  of  the  Board 
Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1 ,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary  and  reflect  the  results  of  the  latest  five-year  experience  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  year's  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff. 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P.  Hendrickson  Ten^akagomi 

Member  of  the  American  Member  of  the  American 

Academy  of  Actuaries  Academy  of  Actuaries 


JRS  ACTUARIAL  SECTION 


Judges'  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 


An  experience  study  was  completed  in  1994  to  investigate  the  actuarial  experience  of  the  Judges' 
Retirement  System.  Based  on  that  study,  the  actuary  recommended  actuarial  assumptions  which 
were  adopted  by  the  Public  Employees'  Retirement  Board  on  August  25,  1994.  These  assumptions 
were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the  latest  valuation  of  June  30, 
1996.  The  following  is  a  discussion  of  those  assumptions. 


Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table. 

Withdrawal  Rates 

It  was  assumed  that  there  would  be  no  member  withdrawals. 

Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8%. 
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Judges'  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation 

Covered 

Annual 

%Pay 

Date 

Number 

Payroll* 

Average  Pay 

Increase 

June  30,  1991 

43 

$2,409,507 

$56,035 

7.02% 

June  30,  1992 

43 

2,502.038 

58,187 

3.84% 

June  30.  1993 

44 

2,719,439 

61.805 

6.22% 

June  30.  1994 

44 

2,776,826 

63.110 

2.11% 

June  30.  1995 

44 

2.759,359 

62.713 

-0.63% 

June  30, 1996  44  2,906,601  66,141  5.47% 


*  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Judges'  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


Year 
Ended 

Number 
Added 

Number 
Removed 

End  of 
Year 
Total 

Average 
Annual 
Benefit 

%  Benefit 
Increase 

June  30,  1991 
June  30,  1992 
June  30,  1993 
June  30.  1994 
June  30.  1995 

5 
2 
3 
2 
13 

0 

2 
2 
0 

1 

31 
31 

32 
34 
46 

$19,236 

20,172 

22,752 

23.520 

23,868 

-2.97% 
4.87% 
12.79% 
3.38% 
1 .48% 

June  30, 1996 

1 

0 

47 

25,560 

7.09% 
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Judges'  Retirement  System 


Solvency  Test 

(3) 
Active  Members 


(1)  (2) 

Active  Retirants 


Portion  of  Accrued 
Liabilities  Covered 


Valuation 
Date 

Member 
Contributions 

and 
Beneflciaries 

(ER  financed 
portion) 

Reported 
Assets 

by  Reported  Asset 
(1)          (2)           (3) 

June  30,  1992 
June  30,  1994 

$1,234,045 
1,389,522 

$11,170,747 
12,956,912 

$8,027,221 
8,824,389 

$17,354,405 
21,280,849 

100%      100%     61.66% 
100%      100%     78.58% 

June  30,  1996 

1,172,240 

19316,674 

7,233,912 

24,943,761 

100%     100%    61.58% 
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Judges'  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  ($1,003,815) 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  3,663 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  34,882 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  657,271 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  504,369 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  (923,021) 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  3,283,174 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (483,319) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  (2,659,855) 

Gain  (or  Loss)  During  Year  from  Financial  Experience  ($586,651) 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  0^ 

Composite  Gain  (or  Loss)  During  Year  ^ 


($586,651) 


The  gain  in  the  accrued  liability  is  $286,950  and  that  in  the  actuarial  funded  assets  is  $3,283,174.  The 
composite  loss  for  the  biennial  period  of  $586,651  is  an  acceptable  amount  for  the  system. 
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JRS  ACTUARIAL  SECTION 


Judges'  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions 
Employer  Contributions 
Court  Contributions  - 
Retirement  Benefit  - 


Disability  Benefit 


Death  Benefit  - 


Termination  Benefit 


Benefit  Adjustments 


7.00%  of  member's  compensation. 

6.00%  of  member's  compensation. 

34.71%  of  members'  compensation  plus  1/4  of  supreme  court  fees. 

Eligibility:  Age  65  and  5  years  of  service. 

Normal  Form:  Life  payments  with  a  death  benefit  equal  to  the 
present  value  of  the  benefit  at  retirement  less  payments  made  up  to 
the  date  of  death. 

Benefit:  3  1/3%  (^  years  of  service  (up  to  15)  SS  current  salary  plus 
1.785%  £2  years  of  service  (over  15)  ^  current  salary. 

Service  Disability:  50%  of  final  compensation. 

Non-service  Disability:  Actuarial  equivalent  of  the  accrued  benefit 
based  on  retirement  at  age  65 . 

Service  Death:  Accrued  benefit  commencing  at  time  of  death. 

Non-service  Death:  Actuarial  equivalent  of  the  accrued  benefit 
based  on  retirement  at  age  65 . 

Prior  to  five  years  of  service,  return  of  member  contributions.  After 
five  years,  the  member  may  elect  to  receive  the  accrued  benefit  at 
age  65. 

Retirement  benefits  are  increased  at  the  same  rate  compensation  is 
increased  to  active  members. 
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JRS  STATISTICAL  SECTION 


Judges'  Retirement  System 

Schedule  of  Revenue  by  Source 


Employer 

Contribution 

as  a  Percent 

Fiscal 

Contributions 

Retirement 

Investment 

of  Covered 

Year 

Member* 

Employer** 

Adjustment 

Court  Fees 

Income*** 

Total 

Payroll**** 

1991 

$161,272 

$137,621 

$0 

$556,251 

$1,210,391 

$2,065,535 

5.71% 

1992 

174,072 

149,077 

15.149 

562.540 

1.269.015 

2.169,853 

5.55% 

1993 

186,341 

159,723 

18.830 

595,769 

1.448,592 

2,409,255 

5.87% 

1994 

193,702 

166,016 

0 

603,996 

1,588,697 

2,552,411 

5.98% 

1995 

193.119 

165.537 

0 

1,006,421 

3,275.859 

4,640,936 

6.98% 

1996 

203,363 

174,491 

0 

952,934 

2,793,547 

4,124,335 

6.00% 

Revenue  For  Fiscal  Year  96 


(67.8%)  Investment  Income 


^    (4.2%)  Employer 
(4.9%)  Member 


(23.1%)  Court  Fees 


*Includes  Interest  Reserve  Buyback. 
**Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
***Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of 
Investment  Expense  FY91  -  FY96. 
****Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for  other  years. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Judges'  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$573,762 

$0 

$3,143 

$3,182 

$580,087 

1992 

636,596 

27,191 

4,365 

(195) 

667,957 

1993 

797.107 

0 

4,131 

979 

802,217 

1994 

745,352 

0 

4,320 

0 

749,672 

1995 

928,246 

0 

2,216 

415,613 

1,346,075 

1996 

1,174,233 

0 

2,765 

339,623 

1,516,621 

Expenses  For  Fiscal  Year  96 


(77.4%)  Benefits 


(0.2%)  Admin.  Expenses 


(22.4%)  Other 


*Includes  Investment  Expense  for  FY91  through  FY94. 
**Includes  Prior  Year  Adjustments  &  Bad  Debt  Expenses. 
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Judges'  Retirement  System 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 

Benefits 

Death  in 

Disability 

Fiscal 

Year 

Retirees       Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$436,077        $10,822 

$0 

$126,863 

$0 

$573,762 

1992 

483,833           12,007 

0 

140,756 

27,191 

663,787 

1993 

658,598           15.939 

0 

122,570 

0 

797,107 

1994 

594,466           12,700 

0 

138,186 

0 

745,352 

1995 

783.887           12,700 

0 

131,660 

0 

928.246 

1996 

1,076,482        13,316 

0 

84,434 

0 

1,174,233 

Benefit  Expenses  by  Type 


(7.2%)  Disability 
(1.1%)  Survivors 


(91.7%)  Retirees 
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Judges'  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Fiscal 
Year 


Retired 


Disabled 


Survivors 


Total 


1991 

25 

5                  ] 

I          31 

1992 

26 

4                  ] 

I           31 

1993 

27 

4                  ] 

I           32 

1994 

28 

5                  ] 

[           34 

1995 

41 

4                  ] 

[           46 

I      1996 

45 

1                  ] 

I           47 

50 


40   - 


c     30 
u 


20   U 


10 


0   ^ 


Retired  Members  by  Type  of  Benefit 


1991 


1992 


1993 


1994 


1995 


1996 


Fiscal  Year 


□  Retired        ■  Disabled     lj  Survivors 
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Judges'  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's 

Age 

Service 

<  45 

45-49 

50-54 

55-59      60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$0 

$0 

$0 

$0          $0 

$0 

$0 

$0 

$0 

$0 

5-9 

0 

0 

0 

0            0 

1,216 

1,321 

1,039 

0 

1,192 

10-14 

0 

0 

1,125 

0             0 

2,152 

1,930 

2,181 

2,042 

1,954 

15-19 

0 

0 

0 

0      2,982 

2,893 

2,345 

1,524 

2,152 

2,080 

20-24 

0 

0 

0 

0             0 

2.683 

0 

0 

2,462 

2,517 

25-29 

0 

0 

0 

0             0 

3,315 

3,484 

0 

2,527 

3,203 

30-34 

0 

0 

0 

0      3,808 

0 

0 

0 

3,694 

3,751 

35-39 

0 

0 

0 

0            0 

0 

0 

0 

0 

0 

40-UP 

0 

0 

0 

0            0 

0 

0 

0 

0 

0 

Average 

$0 

$0 

$1,125 

$0    $3,395 

$2,322 

$2,186 

$1,607 

$2,426 

$2,130 

Average  Benefit  Payment  Amounts 


Dollars 


500 


1500 


2000 
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Highway  Patrol  Officers^  Retirement  System 


Nevada  City  is  located  only  a  mile  away  from  its  sister  city,  Virginia  City.  Nevada  City, 
Virginia  City  and  Barmack  were  plagued  by  Bannack's  Sheriff  Henry  Plummer  and  his  gang. 
Nevada  City  has  a  few  preserved  structures.  Depicted  is  the  First  Mason  Building  in  Montana. 
Photo  compliments  of  Montana  Historical  Society,  Helena. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DTVISION 

INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Highway  Patrol  Officers' 
Retirement  System  as  of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net 
Assets  for  each  of  the  two  fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in 
these  financial  statements  is  the  responsibility  of  the  system's  management.  Our  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Highway  Patrol  Officers'  Retirement  System  at  June  30,  1996  and  1995,  and 
the  results  of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally 
accepted  accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Contributions  from  the  Employer  and  Other 
Contributing  Entities  are  not  a  required  part  of  the  basic  financial  statements  but  are  supplementary 
information  required  by  the  Governmental  Accounting  Standards  Board.   We  have  applied  certain 
limited  procedures,  which  consisted  principally  of  inquiries  of  management  regarding  the  methods  of 
measurement  and  presentation  of  the  supplementary  information.   However,  we  did  not  audit  the 
information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 

Respectfully  submitted. 


September  30,  1996 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  201705   Helena,  MT  59620-1705 
Phone  (406)  444-3 122  FAX  (406)444-9784 
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Highway  Patrol  Officers'  Retirement  System 

Statements  of  Plan  Net  Assets 
as  of  June  30, 1996  and  1995 


1996 


1995 


Assets 
Cash  and  Short-term  Investments                     $ 

1,621,440 

$                  2,051,717 

Receivables 
Interest 
Accounts  Receivables 

Total  Receivables 

227,589 

52,212 

279,801 

370,575 

4,438 

375,013 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

18,436,405 

28,989,356 

895,942 

48,321,703 

13,722,316 

28,555,673 

724,151 

43,002,140 

Total  Assets 

50,222,944 

45,428^870 

Liabilities 

Accounts  Payable 

13,671 

10,671 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  256.)                $ 

50,209,273 

$               45,418,199 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Highway  Patrol  Officers'  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30,  1996  and  1995 


1996 


1995 


Additions 

Contributions 

Employer  (Note  C.2)  $ 

Plan  Member  (Note  C.l) 
Registration  Fees  (Note  C.3) 
License  Fee  Collections  (Note  C.2) 
Interest  Reserve  Buyback 
Total  Contributions 

Investment  Income  (Note  A.2) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Net  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 

Refund  of  Member  Contributions  (Note  B.6) 

Employer  Refund 

Administrative  Expense 

Total  Deductions 


1,631,728 

$       1,521,190 

621,021 

572,685 

270,833 

274,117 

638,840 

592,635 

14 

3,162,422 

2,960,641 

2,209,473 

3,707,055 

2,509,805 

2,186,548 

442,687 

379,578 

5,161,965 

6,273,181 

16,788 

12,695 

5,145,177 

6,260,486 

8,307,599 

9,221,127 

3,434,997 

3,212,919 

65,436 

85,032 

2,480 

8,249 

13,612 

10,614 

3,516,525 

3,316,814 

Net  Increase 


4,791,074 


5,904,313 


Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A. 3) 
Beginning  of  Year  Restated 
End  of  Year  $ 


45,418,199 


45,418,199 


50,209,273    $ 


36,837,132 
2,676,754 


39,513,886 
45,418,199 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Highway  Patrol  Officers'  Retirement  System 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


T 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Highway  Patrol 
Officers'  Retirement  System  (HPORS),  a  statewide  retirement  plan  established  in 
1971  in  accordance  with  Title  19,  chapters  2  &  6  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  HPORS  is  part  of  the  primary  government  of  the  State  of  Montana.  The 
accounting  records  and  financial  statements  are  prepared  by  the  Public  Employees' 
Retirement  Division  (PERD)  using  the  accrual  basis  of  accounting.  Plan  member 
contributions  are  recognized  in  the  period  in  which  the  contributions  are  due. 
Employer  contributions  are  recognized  when  due  and  the  employer  has  made  a 
formal  commitment  to  provide  the  contributions.  Benefits  and  refunds  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and  become 
measurable.  Administrative  expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  staUitorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  remvested.  Investments  are  reported  at  market  value 
based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
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pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank.  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Equity  investments,  traded  on  a  national  security  exchange,  are 
stated  at  the  last  reported  sales  price  on  valuation  day,  while  equity 
securities  traded  in  the  over-the-counter  market  are  stated  at  the  last  quoted 
bid  price.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
strucUire  differs  from  the  basic  corporate  convertible  preferred  structure 
and  are  required  to  be  disclosed  per  GASB.  These  security  structures 
include  one  holding  in  Automatically  Convertible  Equity  Security  (ACEs) 
and  two  holdings  in  Dividend  Enhanced  Common  Stock  (DECs). 
Investments  in  common  stock  cannot  exceed  50%  of  the  fund  [17-6-201, 
MCA]. 

RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  its  custodial  bank.  State  Street  Bank.  Premiums  and 
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discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASB.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $11,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  position  on  behalf  of  the  company's 
current  management  team. 

3.         Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $2,676,754  includes  the  cumulative 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $2,783,523  and  (2)  a  change 
in  the  accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal 
year  1995  of  $(106,769). 


B.        Plan  Description 

The  HPORS  is  a  single-employer,  defined  benefit  plan  that  covers  all  Montana  highway 
patrol  officers,   including  supervisory  personnel.   The  HPORS  provides  retirement. 
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disability  and  death  benefits  to  plan  members  and  their  beneficiaries.  Benefits  are  vested 
after  five  years  of  membership  service.  The  authority  to  establish,  amend  and  provide  cost 
of  living  adjustments  for  the  plan  is  assigned  to  the  State  Legislature.  Membership  of  the 
HPORS  consisted  of  the  following  at  June  30,  1996,  the  date  of  the  last  actuarial 
valuation: 


HPORS  Membership 

June  30, 

1996 

June  30, 

1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

216 

201 

Disability  Retirements* 

6 

12 

Survivor  Benefits 

14 

16 

Terminated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

4 

2 

Non-vested 

2 

4 

Active  Plan  Members 
Total 

211 

203 

453 

438 

*1996  decrease  due  to  conversion  of  disability 

retirements  to  service  retirement  status 

Retirement  Benefits 

A  member  employed  on  or  before  July  1,  1985  may  retire  with  a  regular  service 
retirement  benefit  after  completing  20  years  of  membership  service.  A  member 
employed  after  July  1,  1985  may  retire  after  attaining  age  50  with  20  years  of 
service.  The  retirement  benefit,  payable  monthly  for  life,  is  based  on  the  following 
formula: 


HPORS  Benefit  Formula 

2.5%   !S  Years  of  Service  iZ   Final  Average  Salary  (FAS) 


FAS  is  the  member's  highest  average  monthly  compensation  during  any  36 
consecutive  months  of  membership  service.  The  benefit  will  continue  to  the 
retiree's  surviving  spouse  or  dependent  children  upon  the  retiree's  death. 
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2.  Deferred  Benefits 

A  vested  member  leaving  covered  employment  before  attaining  regular  retirement 
eligibility  is  eligible  for  a  monthly  benefit  upon  request  (actuarially  reduced  from 
age  60),  provided  the  accumulated  contributions  are  left  on  deposit. 

3.  Disability  Benefits 

An  active  member,  who  becomes  totally  and  permanently  disabled  from 
performing  the  essential  duties  of  the  member's  position,  is  eligible  for  a  disability 
benefit  equal  to: 

a)  the  actuarial  equivalent  of  the  accrued  benefit  based  on  retirement  at  age  50 
if  a  non-service  related  disability,  or 

b)  one-half  of  the  member's  FAS  if  disabled  in  the  line  of  duty. 

The  benefit  will  continue  to  the  retiree's  surviving  spouse  or  dependent  children 
upon  the  retiree's  death. 

4.  Survivor  Benefits 

Upon  the  death  of  an  active  member,  the  surviving  spouse  (or  dependent  children) 
is  entitled  to  either: 

a)  in  a  non-service  death,  the  actuarial  equivalent  of  the  accrued  benefit  based 
on  retirement  at  age  50,  or 

b)  in  a  duty-related  death,  a  monthly  benefit  equal  to  one-half  of  the 
member's  FAS. 

5.  Benefit  Enhancements  after  Retirement 

a)  Monthly  benefit  increase:  monthly  benefits  are  increased  each  July  when 
they  fall  below  a  statutorily  guaranteed  minimum  which  is  calculated  as: 
2%  ^  years  of  service  ^  current  base  salary  of  a  probationary  highway 
patrol  officer.  Any  annual  increase  is  limited  to  5%  over  the  current  benefit 
and  may  not  exceed  60%  of  the  current  base  salary  of  a  probationary 
officer. 

b)  Lump-sum  benefit  increase:  Montana  highway  patrol  officers,  retired  prior 
to  July  1,  1991,  or  their  survivors,  may  be  eligible  for  an  annual 
supplemental  lump-sum  payment  distributed  in  September.  This 
supplemental  is  funded  by  a  portion  of  each  motor  vehicle  registration  fee. 
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Many  factors  must  be  considered  for  eligibility,  among  them  are  the 
number  of  years  the  recipient  has  received  a  benefit  and  the  recipient's  age. 
The  average  payment  in  fiscal  year  1996  was  $1,917.  In  fiscal  year  1995, 
the  average  payment  was  $2,066. 

6.         Refund  of  Contributions 

If  a  member  leaves  covered  employment  before  retirement,  member  contributions 
plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the  member 
returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest  the 
contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 


Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislamre.  The  contribution  rate  for  fiscal  years  1996  and  1995  was 
9%  of  total  monthly  compensation.  Contributions  are  deducted  from  each 
member's  salary  and  remitted  by  the  employer.  An  individual  account  is 
established  for  each  member's  contributions  and  interest  allocations  until  a 
retirement  or  refund  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  During  fiscal  years  1996  and  1995,  the  State  contributed 
an  amount  equal  to  36.28%  of  total  HPORS-covered  payroll  to  the  retirement 
system  on  a  monthly  basis.  The  first  26. 10%  is  payable  from  the  same  source  used 
to  pay  the  members'  compensation.  The  remaining  amount,  equal  to  10.18%  of 
members'  compensation  is  payable  from  a  portion  of  the  fees  collected  from 
drivers'  licenses  and  duplicate  drivers'  license  applications. 

3.  Supplemental  Benefit  Contributions 

Twenty-five  cents  of  each  motor  vehicle  registration  fee  must  be  deposited  in  the 
HPORS  trust  fund  at  the  end  of  each  fiscal  year.  This  additional  contribution  funds 
the  supplemental  lump-sum  benefit  for  eligible  recipients. 
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Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Valuation 

Date 


Actuarial 
Value  of 

Assets* 
(a) 


Actuarial  Accrued 

Liability  (AAL) 

-Entry  Age 

(b) 


Unfunded 

AAL 

(UAAL) 

(b-a) 


Funded 
Ratio 
(a/b) 


Covered 

Payroll** 

(c) 


UAAL  as  a 

Percentage  of 

Covered  Payroll 

((b-a)/c) 


06/30/92 
06/30/94 
06/30/96 


$33,710,986 

40,466,203 

47,325,347 


$57,447,133 
63,327,423 
67,709,036 


$23,736,147 
22,861,220 
20,383,689 


58.68% 
63.90% 
69.90% 


$5,575,233 
5,650,257 
6,241,716 


425.74% 
404.60% 
326.57% 


Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 
Method. 
**  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 
FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Required  Supplementary  Information 
Schedule  of  Contributions  from  the  Employer  and  Other  Contributing  Entities 


Year 

Ended 

June  30 

Annual 

Required 

Contribution 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$860,530 
1,455,136 
1,448,453 
1,474,717 
1,411,990 

104.99% 
103.33% 
105.68% 
105.10% 
107.73% 

1996 

1,629,088 

100.16% 

Year 

Ended 

June  30 

Annual 

Required 

License  Fees 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$528,678 
567,559 
564,952 
575,196 
550,730 

100.50% 

103.53% 

105.49% 

93.99% 

107.61% 

1996 

635,407 

100.54% 

Year 

Ended 

June  30 

Annual 

Required 

Registration  Fees 

$247,625 
287,593 
255,462 
266,485 
274,117 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

100.00% 
100.00% 
100.00% 
100.00% 
100.00% 

1996 

270,833 

100.00% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 
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Highway  Patrol  Officers'  Retirement  System 

Notes  to  the  Required  Supplementaty  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30,  1996 

Entry  age 

Level  percentage  of  payroll, 
open 

20.40  years 


Asset  valuation  method 

Actiiarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%,  compounded  annually 

6% 

None 

6%~assumed  increase  for  a 
newly  confinned  officer 


258 


Montana  PERB  's  Comprehensive  Annual  Financial  Report 


Investment 
Section 


HPORS  INVESTMENT  SECTION 


Highway  Patrol  Officers'  Retirement  System 


Introduction 

The  investment  activity  of  the  Highway  Patrol  Officers'  Retirement  System  is  governed  by  the 
Montana  Constitution  and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule 
requires  the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and 
diligence  that  a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with 
like  matters  exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fund  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  opportunity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  returns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Highway  Patrol  Officers'  Retirement  System's 
assets  is  realization  of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest 
possible  cost  to  employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3% 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Highway  Patrol  Officers'  Retirement 
System's  success  in  meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high 
probability  of  achieving  the  HPORS's  basic  investment  objective  is:  57%  -  76%  fixed  income 
investments  and  24%  -  43%  equity  investments.  During  Fiscal  Year  1996,  the  HPORS's  actual 
asset  mix  was  61%  fixed  income  investments  and  39%  equity  investments. 
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Target  Asset  Allocation 


(58.9%)  Retirement  Fund  Bond  Pool 


(2.5%)  9iort  Term  Investment  Pool 


.5%)  Leveraged  Buy-Outs 


(37.1%)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  HPORS 's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfoho  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  return  of  1 1 .38%  for  fiscal  year  1996. 
At  June  30,  1996,  HPORS's  portfolio  market  value  was  $49.9  million,  and  increase  of  $4.9 
million  over  June  30,  1995. 
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Highway  Patrol  Officers'  Retirement  System 

Asset  Mix  (market  value) 
asofJuneSO,  I996andl995 

1996  %  of  1995  %  of  Dollar  % 

Investment  Type Market  Value      Total        Market  Value      Total  Change        Change 

RFBP  (Fixed  Income)         $28,989,356       58.05%         $28,555,673       63.45%  $433,683       1.52% 

Common  Stock  Pool  18,436,405       36.92%  13,722,316       30.49%         $4,714,089     34.35% 

Leveraged  Buy-outs     895,942         1.79% 724,151         1.61% 171,791     23.72% 

Total  Equities  $19,332,347       38.71%         $14,446,467       32.10%         $4,885,880     33.82% 

STIP  $1,617,870        3.24%  $2,001,200        4.45%  ($383,330) -19.16% 

roto/       $49,939,573  „10(K00%  _      $45,003,340     100.00% $4,936,233    10.97% 


Actual  Asset  Allocation 

as  of  June  30, 1996 


(58.1%)  Retirement  Fund  Bond  Pool 


(1.8%)  Leveraged  Buy-Outs 

(3.2%)  Short  Term  Investment  Pool 

(36.9%)  Common  Stock  Pool  (MTCOMP) 
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Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 

68,341,406  Short  Term  Investment  Pool  $68,341,407 

32,000,000  United  States  Treasury  Bonds  39,575,040 

36,000,000  United  States  Treasury  Bonds  36,843,840 

34,000,000  United  States  Treasury  Bonds  35,721.080 

30,500,000  United  States  Treasury  Bonds  34,698,630 

31,000,000  United  States  Treasury  Bonds  34,385,820 

1 50 ,  000 ,  000  Student  Loan  Marketing  Assoc  iation  3  3 ,  750 ,  000 

32,000,000  United  States  Treasury  Notes  31,434,880 

26,000,000  United  States  Treasury  Notes  25,792,780 

22,017,992  FNMA  Pool  303365  21,460,497 
HPORS'  284.513  shares  represent  1.68%  of  the  total  RFBP  portfolio. 


Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Marliet  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39.782.916 

370,000 

General  Electric  Company 

32.005.000 

420.000 

Intel  Corporation 

30,843.750 

800.000 

Norfolk  Southern  Corporation 

29.600,000 

680.000 

Owens  Corning 

29.240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540.000 

Abbott  Labs 

23,490,000 

HPORS'  39,970  shares  represent  1.40%  of  the  total  Montcomp  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Highway  Patrol  Officers'  Retirement  System 


Investment  Summary 
as  of  June  30, 1996 


Type  of  Investment 

$ 

Market  Value 

Percent  of  Total 
Market  Value 

Fixed  Income: 
Retirement  Funds  Bond  Pool 

28,989,356 

58.05% 

Equities: 
Common  Stock  Pool 
Leveraged  Buyouts 

18,436,405 
895,942 

36.92% 
1.79% 

Short-term  Investments: 
Short-term  Investment  Pool 

1,617,870 

3.24% 

Total 

$_ 

49,939,573 

100.00% 
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Hendrickson,  Miller 

&  Associates,  Inc. 

ACTUARIAL  CONSULTANTS 

Securities  Building  •   101  N.  Last  Chance  Gulch 

P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442-5222 

FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  Box  2001 31 

Helena,  MT  59620-0131 

Re    Highway  Patrol  Officers'  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board: 

We  certify  that  the  information  presented  herein  and  iti  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Highway  Patrol 
Officers'  Retirement  System. 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.   In  our  opinion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries    Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Actuarial  valuations 

The  actuarial  valuation  (i)  determines  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

l-'mancm^  objectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  the  amortization  rate.  The  normal  cost  and  amortization  rates  are 
determined  on  a  level  percent  of  pay  basis.  As  of  July  1 ,  1996,  the  remaining  amortization 
period  was  20.40  years. 


Public  Employees'  Retirement  Division 
Members  of  the  Board 
Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary  and  reflect  the  results  of  the  latest  five-year  experience  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  year's  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P  Hendrickson  Terrv/ 

Member  of  the  American  Member  of  the  American 

Academy  of  Actuaries  Academy  of  Actuaries 
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Highway  Patrol  Officers'  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 


An  experience  study  was  completed  in  1994  to  investigate  the  actuarial  experience  of  the  Highway 
Patrol  Officers'  Retirement  System.  Based  on  that  study,  the  actuary  recommended  actuarial 
assumptions  which  were  adopted  by  the  Public  Employees'  Retirement  Board  on  August  25,  1994. 
These  assumptions  were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the  latest 
valuation  of  June  30,  1996.  The  following  is  a  discussion  of  those  assumptions. 


Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table,  adjusted  to 
reflect  the  higher  rates  experienced  by  the  members. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  the  actual  experience  of  the  system  as  determined  in  the  1994 
withdrawal  smdy. 

Withdraw 
per  10,000 
Age       Active  Members 


25 

651 

30 

370 

35 

232 

40 

215 

45 

114 

50 

0 
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Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8  % . 

Termination  Benefits 

It  was  assumed  that  all  members  terminating  with  less  than  five  years  of  service  would  receive  an 
immediate  withdrawal  of  their  member  contributions  with  interest.  It  was  further  assumed  that 
members  with  five  or  more  years  of  service  would  select  the  most  advantageous  benefits  under 
the  given  assumptions. 

Service  Purchase 

It  was  assumed  that  1/3  of  the  members  that  are  within  15  years  of  service  until  reaching  the 
assumed  retirement  age  will  purchase  or  buy  back  three  years  of  service.  The  cost  of  this  service 
was  assumed  to  equal  20%  of  the  total  liability. 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation 

Covered 

Annual 

%  Inc/yr 

Date 

Number 

Payroll* 

Average  Pay 

In  Avg  Pay 

June  30,  1991 

203 

$5,193,301 

$25,583 

-3.51% 

June  30,  1992 

203 

5,575,233 

27,464 

7.35% 

June  30.  1993 

197 

5,549,629 

28,171 

2.57% 

June  30,  1994 

202 

5,650,257 

27,972 

-0.71% 

June  30.  1995 

203 

5,409,922 

28,017 

0.16% 

June  30, 1996         211  6,241,716  29,377  4.85% 


*  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


End  of 

Average 

Year 

Number 

Number 

Year 

Annual 

%  Benefit 

Ended 

Added 

Removed 

Total 

Benefit 

Increase 

June  30, 1991 

11 

2 

191 

$10,092 

4.34% 

June  30,  1992 

13 

3 

201 

10,920 

8.20% 

June  30, 1993 

10 

3 

208 

11,844 

8.46% 

June  30,  1994 

16 

3 

221 

12,792 

8.00% 

June  30,  1995 

10 

2 

229 

13,284 

3.85% 

June  30, 1996 

9 

2 

236 

13,788 

3.79% 
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Highway  Patrol  Officers'  Retirement  System 


Solvency  Test 


Valuation 
Date 


(1)  (2) 

Active  Retirants 
Member  and 

Contributions  Beneficiaries 


(3) 

Active  Members 

(ER  fmanced 

portion) 


Reported 
Assets 


Portion  of  Accrued 
Liabilities  Covered 
by  Reported  Asset 
(1)  (2)  (3) 


June  30,  1992 
June  30.  1994 
June  30,  1996 


$3,722,962 
3.778,087 
4,077,527 


$30,907,067 
38,905,715 
44,557,804 


$22,817,104 

20,643,621 

19,073,705 


$33,710,986 

40.466,203 

47,325,347 


100%  97.03%  0.00% 
100%  94.30%  0.00% 
100%     97.06%    0.00% 
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Highway  Patrol  Officers'  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  $942,525 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  233,241 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  386,617 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  20,803 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  489,304 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  548,786 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (157,087) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  $2,464,189 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  0 


Composite  Gain  (or  Loss)  During  Year  $2,464,189 


The  gain  in  the  accrued  liability  is  $1,915,403  and  that  in  the  actuarial  funded  assets  is  $548,786.  The 
composite  gain  for  the  biennial  period  of  $2,464,189  is  an  acceptable  amount  for  the  system. 
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Highway  Patrol  Officers'  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions 
Employer  Contributions 
Retirement  Benefit  - 


Disability  Benefit  - 


Death  Benefit 


Termination  Benefit  - 


Benefit  Adjustments 


9.00%  of  member's  compensation. 

36.28%  of  member's  compensation. 

Eligibility:  Age  50  and  20  years  of  service.  There  is  no  age 
requirement  if  first  employed  on  or  before  July  1,  1985. 

Normal  Form:  Life  payments  with  flill  benefits  continuing  to  the 
surviving  spouse  or  dependent  children  upon  the  member's  death. 

Benefit:  2.5%  £?  final  average  salary  (FAS)  ^  years  of  service. 

Service  Disability:  50%  of  FAS. 

Non-service  Disability:  Actuarial  equivalent  of  the  accrued  benefit 
based  on  retirement  at  age  50. 

Service  Death:  50%  of  FAS. 

Non-service  Death:  Actuarial  equivalent  of  the  accrued  benefit 
based  on  retirement  at  age  50. 

Prior  to  five  years  of  service,  return  of  member  contributions.  After 
five  years,  the  member  may  elect  to  receive  the  accrued  benefit  at 
age  60. 

If  the  benefits  are  less  than  a  minimum  of  2%  of  the  base  salary  of 
the  probationary  officer  for  each  year  of  the  member's  service,  the 
benefits  are  to  be  increased  to  such  minimum  amount.  The  annual 
increase  may  not  exceed  5%  of  the  benefit. 

A  lump  sum  payment  will  be  made  to  member  retired  prior  to  July 
1,  1991  who  are  at  least  age  55  and  have  been  retired  at  least  five 
years.  This  lump  sum  is  funded  by  twenty  five  cents  on  each  license 
registration  fee.  This  lump  sum  amount  is  limited  by  the  consumer 
price  index  increase. 
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Purchase  Service  -  A  member  may  purchase  one  additional  year  of  service  credit  for 

every  five  years  of  membership  service.  A  maximum  of  five  years 
may  be  purchased. 

Cost:  a  member  shall  contribute  the  actuarial  cost  of  the  service 
based  upon  the  most  recent  actuarial  valuation. 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Revenue  by  Source 


Employer 

Contribution 

as  a  Percent 

Fiscal 

Contributions 

Retirement 

License 

Registration 

Investment 

of  Covered 

Year  Member* 

Employer** 

Adjustment 

Fees 

Fees 

Income*** 

Total 

Payroll**** 

1991 

$467,494 

$903,476 

$0 

$531,295 

$247,625 

$2,380,829 

$4,530,719 

1 7.40% 

1992 

595,555 

1,503,561 

55,142 

587,593 

287,593 

2,541,927 

5,571,371 

26.97% 

1993 

572,316 

1,530,732 

63,542 

595,980 

255,462 

2,583,585 

5,601,617 

27.58% 

1994 

571,473 

1,549,985 

0 

540.648 

266,485 

2,932,318 

5,860.909 

27.43% 

1995 

572.699 

1.521.190 

0 

592.635 

274.117 

6.260.486 

9.221.127 

28.12% 

1996 

621,021 

1,631,728 

0 

638,840 

270,833 

5,145,177 

8,307,599 

26.14% 

Revenue  for  Fiscal  Year  96 


(19.6%)  Employer 


(61.9%)  Investment  Income 


(7.5%)  Member 
(3.3%)  Registration  Fees 


(7.7%)  License  Fees 


*Includes  Interest  Reserve  Buyback. 
**Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
***Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of  Investment 
Expense  FY91  -  FY96. 
****Covered  payroll  was  unavailable  prior  to  FY96.  The  acmarial  annual  payroll  figure  is  used  for  other  years. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$1,897,390 

$52,982 

$10,756 

$7,868 

$1,968,996 

1992 

2.350.083 

10,190 

14,757 

221,154 

2,596,184 

1993 

2.694.851 

66,604 

14,587 

11,051 

2,787,093 

1994 

2.933,227 

56,684 

15,567 

0 

3,005,478 

1995 

3.212.919 

85,032 

10,614 

8,249 

3,316,814 

1996 

3,434,997 

65,436 

13,612 

2,480 

3,516,525 

Expenses  for  Fiscal  Year  96 


(1.8%)  Refunds    (0.5%)  Admin.  Expenses  &  Other 


(97.7%)  Benefits 


*Includes  Investment  Expense  for  FY91  through  FY94 
**Includes  Prior  Year  Adjustments 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 

Benefits 

Death  in 

Disability 

Fiscal 

Year 

Retirees 

Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$1,686,297 

$114,611 

$0 

$96,482 

$52,983 

$1,950,373 

1992 

2,088.626 

141,956 

0 

119,501 

10,190 

2,360,273 

1993 

2,424,749 

147.024 

0 

123,079 

66,604 

2,761,455 

1994 

2,617,086 

175,938 

0 

140,203 

56,684 

2,989,911 

1995 

2.885.704 

177.342 

0 

149,873 

85,032 

3,297,951 

1996 

3,151,089 

166,166 

0 

117,742 

65,436 

3,500,433 

Benefit  Expenses  by  Type 


(90.0%)  Retirees 


(1.9%)  Refunds 
(3.4%)  Disability 


(4.7%)  Survivors 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Year 

Retir 

1991 

162 

1992 

174 

1993 

182 

1994 

193 

1995 

201 

1996 

216 

Disabled 


12 
11 
10 
12 
12 
6 


Survivors 

Tota 

17 

191 

16 

201 

16 

208 

16 

221 

16 

229 

14 

236 

Retired  Members  by  Type  of  Benefit 


250 


200 


c     150 
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1992 


1993  1994 

Fiscal  Year 


1995 


1996 
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Disabled 


Survivors 
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Highway  Patrol  Officers'  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's  Age 

Service 

<  45 

45-49 

50-54 

55-59      60-64      65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$834 

$0 

$0 

$0           $0           $0 

$0 

$0 

$0 

$834 

5-9 

1,116 

536 

936 

0         630             0 

0 

0 

520 

668 

10-14 

0 

0 

0 

275         157         393 

322 

0 

781 

323 

15-19 

869 

0 

0 

1,116         471         300 

0 

0 

0 

628 

20-24 

1,425 

1,365 

1,098 

1,070         922         879 

846 

694 

596 

996 

25-29 

0 

0 

1,752 

1,668      1,182      1,133 

1,001 

923 

810 

1,287 

30-34 

0 

0 

2,571 

2,116      1,713      1,747 

1,402 

0 

1,109 

1,739 

35-39 

0 

0 

0 

0      1,947      2,287 

0 

0 

0 

2,174 

40-UP 

0 

0 

0 

0             0      4,031 

1,966 

0 

0 

2,999 

Average 

$969 

$1,221 

$1,471 

$1,352    $1,095    $1,248 

$1,026 

$847 

$705 

$1,148 

Average  Benefit  Payment  Amounts 


Dollars 
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Firefighters  ^  Unified  Retirement  System 


Virginia  City  was  named  Montana's  territorial  capital  in  1865,  taking  the  title  away  from 
Bannack.  Many  structures  in  Virginia  City  have  been  restored  and  rebuilt.  It  is  a  popular  tourist 
attraction,  showing  the  many  visitors  what  a  western  mining  town  looks  like.  Donnie  Sexton, 
photographer.  Photo  compliments  of  Travel  Montana,  Department  of  Commerce. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial -Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 

INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Firefighters'  Unified  Retirement 
System  as  of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net  Assets  for  each  of 
the  two  fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in  these  financial  statements 
is  the  responsibility  of  the  system's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  statements  are 
free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the  accounting 
principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial 
statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Firefighters'  Unified  Retirement  System  at  June  30,  1996  and  1995,  and  the  results 
of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally  accepted 
accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Contributions  from  the  Employers  and  Other 
Contributing  Entities  are  not  a  required  part  of  the  basic  financial  statements  but  are  supplementary 
information  required  by  the  Governmental  Accounting  Standards  Board.   We  have  applied  certain  limited 
procedures,  which  consisted  principally  of  inquiries  of  management  regarding  the  methods  of  measurement 
and  presentation  of  the  supplementary  information.  However,  we  did  not  audit  the  information  and  express 
no  opinion  on  it. 

The  other  data  included  in  this  report  have  not  been  audited  by  us,  and  accordingly,  we  express  no  opinion 
on  such  data. 


Respectfully  submitted. 


September  30,  1996 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  201705  Helena,  MT  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 
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Firefighters'  Unified  Retirement  System 

Statements  of  Plan  Net  Assets 
asofjune30,  I996andl995 


Assets 
Cash  and  Short-term  Investments  $ 

Receivables 
Interest 
Accounts  Receivables 

Total  Receivables 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

Total  Assets 

Liabilities 

Accounts  Payable 
Deferred  Revenue 

Total  Liabilities 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  301.)  $ 


1996  1995 


1,663,562 

$       1,966,596 

308,343 
4,283,017 
4,591,360 

558,615 
4,329,180 
4,887,795 

24,935,503 

39,324,087 

895,943 

65,155,533 

17,113,792 

38,713,912 

724,151 

56,551,855 

71,410,455 

63,406,246 

26,007 
334 

20,424 
114 

26,341 

20,538 

71,384,114 

$      63,385,708 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Firefighters'  Unified  Retirement  System 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30,  1996  and  1995 


Additions 

Contributions 

Employer  (Note  C.2)  $ 

Plan  Member  (Note  C.l) 
State  (Note  C.3  &  C.4) 
Interest  Reserve  Buyback 
Total  Contributions 

Investment  Income  (Note  A. 2) 

Net  Appreciation  (Depreciation) 
in  Fair  Value  of  Investments 
Interest 
Dividends 

Less  Investment  Expense 
Net  Investment  Income 
Total  Additions 

Deductions 

Benefits  (Note  B) 

Refund  of  Member  Contributions  (Note  B.6) 

Administrative  Expense 

Total  Deductions 

Net  Increase 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A. 3) 
Beginning  of  Year  Restated 
End  of  Year  $ 


1996 


7,998,406 


63,385,708 


63,385,708 


1995 


1,959,817 

$       1,715,330 

1,065,585 

804,815 

4,151,588 

4,177,451 

347 

7,176,990 

6,697,943 

2,649,202 

4,850,828 

3,440,074 

2,976,542 

562,285 

451,395 

6,651,561 

8,278,765 

20,362 

14,912 

6,631,199 

8,263,853 

13,808,189 

14,961,796 

5,754,727 

5,400,404 

29,109 

48,467 

25,947 

20,366 

5,809,783 

5,469,237 

9,492,559 


51,542,659 
2,350,490 


71,384,114    $ 


53,893,149 
63,385,708 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 


Montana  PERB  's  Comprehensive  Annual  Financial  Report 


293 


FURS  FINANCIAL  SECTION 


Firefighters'  Unified  Retirement  System 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


The  Public  Employees'  Retirement  Board  (PERB)  administers  the  Firefighters' 
Unified  Retirement  System  (FURS),  a  statewide  retirement  plan  established  in 
1981   in  accordance  with  Title  19,  chapters  2  &   13  of  the  Montana  Code 
Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  FURS  is  part  of  the  primary  government  of  the  State  of  Montana.  The 
accounting  records  and  financial  statements  are  prepared  by  the  Public  Employees' 
Retirement  Division  (PERD)  using  the  accrual  basis  of  accounting.  Plan  member 
contributions  are  recognized  in  the  period  in  which  the  contributions  are  due. 
Employer  contributions  to  each  plan  are  recognized  when  due  and  the  employer  has 
made  a  formal  commitment  to  provide  the  contributions.  Benefits  and  refunds  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and  become 
measurable.  Administrative  expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  statutorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
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based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating -rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank.  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Equity  investments,  traded  on  a  national  security  exchange,  are 
stated  at  the  last  reported  sales  price  on  valuation  day,  while  equity 
securities  traded  in  the  over-the-counter  market  are  stated  at  the  last  quoted 
bid  price.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
structure  differs  from  the  basic  corporate  convertible  preferred  structure 
and  are  required  to  be  disclosed  per  GASB.  These  security  structures 
include  one  holding  in  Automatically  Convertible  Equity  Security  (ACEs) 
and  two  holdings  in  Dividend  Enhanced  Common  Stock  (DECs). 
Investments  in  common  stock  cannot  exceed  50%  of  the  fund  [17-6-201, 
MCA]. 

RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
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of  Investments  by  its  custodial  bank,  State  Street  Bank.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
to  the  call,  average  life  or  maturity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  strucmred  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASB.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restrucUiring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $11,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
maturing  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  position  on  behalf  of  the  company's 
current  management  team. 

3.         Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $2,350,490  includes  the  cumulative 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $2,061,975  and  (2)  a  change 
in  the  accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal 
year  1995  of  $288,515. 

B.        Plan  Description 

The  FURS  is  a  multiple-employer,  cost-sharing  defined  benefit  plan  that  covers  firefighters 
employed  by  first  and  second  class  cities  and  those  other  cities  that  wish  to  adopt  the  Plan. 


296  Montana  PERB  's  Comprehensive  Annual  Financial  Report 


FURS  FINANCIAL  SECTION 


The  FURS  provides  retirement,  disability  and  death  benefits  to  plan  members  and  their 
beneficiaries.  Benefits  are  vested  after  ten  years  of  membership  service.  The  authority  to 
establish,  amend  and  provide  cost  of  living  adjustments  for  the  plan  is  assigned  to  the  State 
Legislature.  Membership  of  the  FURS  consisted  of  the  following  at  June  30,  1996,  the 
date  of  the  last  actuarial  valuation: 


FURS  Membership 

June  30, 

1996 

June  30, 

1995 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements 

382 

262 

Disability  Retirements* 

19 

118 

Survivor  Benefits 

34 

34 

Tenninated  Plan  Members  Entitled  to 

but  not  yet  Receiving  Benefits: 

Vested 

4 

6 

Non-vested 

41 

51 

Active  PI  fin  W^m/j^rv 

418 

414 

Total 

898 

885 

*1996  decrease  due  to  conversion  of  disability  retirement  to  service  retirement  status 

Number  of  Participating  Employers 

14 

14 

See  page  332  for  schedule  of  FURS  employers 

1.         Retirement  Benefits 

A  member  may  retire  with  a  regular  service  retirement  benefit  after  completing  20 
years  of  membership  service,  regardless  of  age.  A  member  hired  before  July  1, 
1981  who  has  completed  ten  years  of  service  but  less  than  20  may  also  receive  a 
retirement  benefit.  The  retirement  benefit,  payable  monthly  for  life,  is  based  on 
one  of  the  following  formulas: 


FURS  Benefit  Formula 

1)  For  members  hired  before  July  1,  1981: 

50%   ^  Last  Monthly  Compensation  (LMC)  + 
2%   £S  Years  of  Service  over  20  &S  LMC 

2)  For  members  hired  before  July  1,  1981  who  have  10  years 
of  service  but  less  than  20: 

2%   SS  LMC  ^  Years  of  Service 

3)  For  members  hired  on  or  after  July  1,  1981: 

2%   ^  Years  of  Service  ^  Final  Average  Compensation  (FAC) 
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For  members  hired  prior  to  July  1,  1981,  benefits  are  calculated  based  on  LMC 
which  is  the  regular  monthly  salary  (excluding  overtime,  holiday  pay,  shift 
differentials,  compensatory  time  payments,  and  payments  in  lieu  of  sick  leave)  last 
received  by  the  member.  For  members  hired  on  or  after  July  1,  1981,  service 
retirement  benefits  are  calculated  based  on  FAC  which  is  the  average  of  the 
member's  regular  monthly  pay  during  the  last  36  months  of  service.  The  benefit 
will  continue  to  the  retiree's  surviving  spouse  or  dependent  child  upon  the  retiree's 
death. 

2.  Deferred  Benefits 

A  vested  member  leaving  covered  employment  before  attaining  retirement 
eligibility  is  eligible  for  a  monthly  benefit  beginning  on  the  first  day  of  the  month 
following  the  date  the  member  attains  age  50,  provided  the  accumulated 
contributions  are  left  on  deposit. 

3.  Disability  Benefits 

An  active  member,  who  becomes  totally  and  permanently  disabled  from 
performing  the  essential  duties  of  the  member's  position,  is  eligible  for  a  disability 
benefit  equal  to: 

a)  for  members  hired  before  July  1,  1981:  50%  ^2  LMC  +  27c  ^  LMC  for 
each  year  in  excess  of  20  years  of  service,  or 

b)  for  members  hired  on  or  after  July  1,  1981:  50%  ^  LMC  +  2%  n.  LMC 
for  each  year  in  excess  of  25  years  of  service. 

Upon  death,  the  surviving  spouse  or  dependent  children  will  continue  to  receive 
the  benefit. 

4.  Survivor  Benefits 

Upon  the  death  of  an  active  member,  the  surviving  spouse  (or  dependent  child  if 
there  is  no  surviving  spouse),  is  entitled  to  a  monthly  benefit  equal  to  the 
following: 

a)  for  members  hired  before  July  1,  1981:  50%  ^  LMC  +  2%  £2  LMC  for 
each  year  of  service  in  excess  20,  or 

b)  for  members  hired  on  or  after  July  1 ,  1981 :   50%  ^  E4C. 
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5.  Benefit  Enhancements  after  Retirement 

The  monthly  retirement,  disability  or  survivor's  benefit  must  be  at  least  one-half 
of  the  salary  of  a  newly  confirmed  firefighter  employed  by  the  city  that  last 
employed  the  member.  If  a  benefit  falls  below  that  minimum,  a  supplemental 
benefit  is  paid  to  the  benefit  recipient. 

6,  Refund  of  Contributions 

If  a  member  leaves  covered  employment  before  retirement,  member  contributions 
plus  accrued  interest  earnings  may  be  refunded  to  the  member.  If  the  member 
returns  to  service  and  repays  the  withdrawn  contributions  plus  the  interest  the 
contributions  would  have  earned  had  they  remained  on  deposit,  membership 
service  is  fully  restored. 


C.        Contribution  Information 

1.  Member  Contributions 

Member  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislature.  The  contribution  rates  for  fiscal  years  1996  and  1995 
were  7.8%  and  6%,  respectively,  of  total  monthly  compensation.  Contributions  are 
deducted  from  each  member's  salary  and  remitted  by  the  employer.  An  individual 
account  is  established  for  each  member's  contributions  and  interest  allocations  until 
a  retirement  or  refund  request  is  processed. 

2.  Employer  Contributions 

Employer  contribution  rates  are  established  by  state  law  and  may  be  amended  only 
by  the  State  Legislamre.  During  fiscal  years  1996  and  1995,  each  participating  city 
contributed  14.36  and  13.02%,  respectively,  of  total  FURS-covered  payroll  to  the 
retirement  system  on  a  monthly  basis. 

3.  State  Contributions 

The  State  contribution  rate  for  fiscal  years  1996  and  1995  were  24.21%  and 
23.27%,  respectively,  of  the  total  annual  compensation  for  all  covered  firefighters 
covered  by  this  system.  A  single  annual  payment  is  made  from  the  State  Auditor's 
Office  from  the  insurance  premium  tax  fund  to  the  retirement  trust  fund.  The 
amount  recognized  for  fiscal  year  1996  was  $3,092,138.  The  amount  received  for 
fiscal  year  1995  was  $3,084,413. 
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Supplemental  Benefit  Contributions 


A  single  annual  payment  is  received  from  the  State  Auditor's  Office  from  the 
insurance  premium  tax  fund.  This  additional  contribution  funds  the  benefit 
adjustments  for  certain  retired  members  and  their  survivors.  The  amounts  received 
for  fiscal  years  1996  and  1995  were  $1,059,450  and  $1,093,038,  respectively. 
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Firefighters'  Unified  Retirement  System 

Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets* 

—Entry  Age 

(UAAL) 

Ratio 

Payroll** 

Covered  Payroll 

Date 

(a) 

(b) 

(b-a) 

(a/b) 

(c) 

((b-a)/c) 

06/30/92 
06/30/94 
06/30/96 


$44,158,612 
54,646,716 
67,745,241 


$100,607,159 
113,152,724 
131,110,757 


$56,448,547  43.89%   $10,883,033  518.68% 

58,506,008    48.29%     12,424,267  470.90% 

63,365,516    51.67%    13,782,660  459.75% 


Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 

Method. 
**  Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for 
FY92  &  FY94.  This  figure  is  estimated  by  annualizing  the  June  payroll. 
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Firefighters'  Unified  Retirement  System 

Required  Supplementary  Information 
Schedule  Contributions  from  the  Employers  and  Other  Contributing  Entities 


Year 

Ended 

June  30 

Annual 

Required 

Employer 

Contribution 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$1,339,363 
1,416,971 
1,505,263 
1,617,640 
1,665.257 

103.44% 

101.89% 

100.35% 

99.82% 

103.01% 

1996 

1,979,190 

99.02% 

Year 

Ended 

June  30 

Annual 
Required  State 
Contribution* 

Percentage 
Contributed 

1991 
1992 
1993 
1994 
1995 

$2,935,041 
2,964,655 
2,738,254 
2,616,864 
2,492.591 

79.84% 
87.55% 
100.05% 
104.64% 

123.74% 

1996 

2,453,397 

126.03% 

Annual  Required  Contribution  (ARC)  for  fiscal  years  1991  through  1995  is 
calculated  using  the  actuarial  annual  payroll  figure  which  is  an  estimated  figure 
determined  by  annualizing  the  June  payroll.  The  1996  ARC  is  calculated  using 
actual  covered  payroll. 


*  Covered  payroll  is  based  on  calendar  year  payroll  for  the  State  Contribution. 
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Firefighters'  Unified  Retirement  System 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30, 1996 

Entry  age 

Level  percentage  of  payroll, 
open 

20.98  years 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


4-year  smoothed  market 

8%,  compounded  annually 

6% 
None 

6%-assumed  salary  increase 
for  a  newly  confirmed  officer 
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Firefighters'  Unified  Retirement  System 


Introduction 

The  investment  activity  of  the  Firefighters'  Unified  Retirement  System  is  governed  by  the 
Montana  Constimtion  and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule 
requires  the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and 
diligence  that  a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with 
like  matters  exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fund  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  oppormnity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  returns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Firefighters'  Unified  Retirement  System's  assets 
is  realization  of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest 
possible  cost  to  employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3  % 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Firefighters'  Unified  Retirement  System's 
success  in  meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high  probability 
of  achieving  the  FURS's  basic  investment  objective  is:  57%  -  76%  fixed  income  investments  and 
24%  -  43%  equity  investments.  During  Fiscal  Year  1996,  the  FURS's  actual  asset  mix  was  61% 
fixed  income  investments  and  39%  equity  investments. 
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Target  Asset  Allocation 


(58.9%)  Retirement  Fund  Bond  Pool 


(2.5%)  Short  Term  Investment  Pool 


(1.5%)  Leveraged  Buy-Outs 


(37.1  %)  Common  Stock  (MTCOMP) 


Investment  Management  and  Results 

The  FURS's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfoHo  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  return  of  10.96%  for  fiscal  year  1996. 
At  June  30,  1996,  FURS's  portfolio  market  value  was  $66.8  million,  and  increase  of  $8.3  million 
over  June  30,  1995. 
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Firefighters'  Unified  Retirement  System 


Asset  Mix  (market  value) 
as  of  June  30, 1996  and  1995 


Investment  Type 


1996  %  of 

Market  Value       Total 


1995 


%of 


Market  Value       Total 


RFBP  (Fixed  Income)         $39,324,087       58.89%         $38,713,912       66.17% 


Common  Stock  Pool 
Leveraged  Buy-outs 
Total  Equities 


STIP 


24,935,503       37.34% 
895,943         1.34% 


17,113,792       29.25% 
724,151         1.24% 


$25,831,446       38.68%         $17,837,943       30.49% 
$1,624,078         2.43%  $1,956,988         3.34% 

Total       $66,779.611     100.00% $58,508,843     100.00% 


Dollar 
Change 


% 
Change 


$610,175       1.58% 


$7,821,711 

171,792 

$7,993,503 

($332,910) 

$8,270,768 


45.70% 
23.72% 
44.81% 

-17.01% 

14.14% 


Actual  Asset  Allocation 

as  of  June  30, 1996 


(58.9%)  Retirement  Fund  Bond  Pool 


(2.4%)  Shon  Term  Investment  Pool 


(1.3%)  Leveraged  Buy-Outs 


(37.3%)  Common  Stock  Pool  (MTCOMP) 
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Firefighters'  Unified  Retirement  System 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 

68,341,406  Short  Term  Investment  Pool  $68,341,407 

32,000,000  United  States  Treasury  Bonds  39,575,040 

36,000,000  United  States  Treasury  Bonds  36,843,840 

34,000,000  United  States  Treasury  Bonds  35,721,080 

30,500,000  United  States  Treasury  Bonds  34,698,630 

3 1 ,  000 ,  000  United  States  Treasury  Bonds  34 , 3  85 ,  820 

150,000,000  Student  Loan  Marketing  Association  33,750,000 

32,000.000  United  States  Treasury  Notes  31,434,880 

26.000,000  United  States  Treasury  Notes  25,792,780 

22,017,992  FNMA  Pool  303365  21,460,497 
FURS'  385,942  shares  represent  2.28%  of  the  total  RFBP  portfolio. 


Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28,125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

FURS'  54,060  shares  represent  1.89%  of  the  total  FURS  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Firefighters'  Unified  Retirement  System 

Investment  Summary 
as  of  June  30, 1996 


Percent  of  Total 

Type  of  Investment 

— 

Market  Value 

Market  Value 

Fixed  Income: 

Retirement  Funds  Bond  Pool 

$ 

39,324,087 

58.89% 

Equities: 
Common  Stock  Pool 

24,935,503 

37.34% 

Leveraged  Buyouts 

895,943 

1.34% 

Short-term  Investments: 

Short-term  Investment  Pool 

— 

1,624,078 

2.43% 

Total 

$_ 

66,779,611 

100.00% 
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jon,  Miller 

&  Associates,  Inc. 

-*i'  ACTUARIAL         CONSULTANTS 

-v'^*  *■«  Securities  Building  •  101  N.  Last  Chance  Gulch 

""'^-  P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442-5222 
FAX  406/442-5089 

September  19,  1996 


Members  of  the  Board 

Public  Employees'  Retirement  Division 

P.O.  Box  200131 

Helena,  MT  59620-0131 

Re:  Firefighters'  Unified  Retirement  System  Actuarial  Certification 

Dear  Members  of  the  Board; 

We  certify  that  the  infonnation  presented  herein  and  in  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Firefighters'  Unified 
Retirement  System. 

All  of  our  work  conforms  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.  In  our  opmion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries.  Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Actuarial  valuations 

The  actuarial  valuation  (i)  determmes  the  recommended  contribution  rates,  (ii)  describes  the 
current  actuarial  condition  of  the  system,  and  (ni)  analyzes  changes  in  the  systems  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

Financing  oh/ectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  nornial  cost  rate  and  the  amortization  rate.  The  nornial  cost  and  amortization  rates  are 
determined  on  a  level  percent  of  pay  basis.  As  of  July  1,  1996,  the  remaining  amortization 
period  was  20.98  years. 
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Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1 ,  1 996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary  and  reflect  the  results  of  the  latest  five-year  experience  analysis. 
It  is  our  opinion  that  the  assumptions  are  internally  consistent  and  are  reasonable  based  on  the 
past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  year's  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff. 

For  further  infonnation,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P  Hendnckson  Terrytslakagomi 

Member  of  the  American  Member  of  the  American 

Academy  of  Actuaries  Academy  of  Actuaries 
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Firefighers'  Unified  Retirement  System 

Summary  of  Actuarial  Assumptions  and  Methods 

An  experience  study  was  completed  in  1994  to  investigate  the  actuarial  experience  of  the 
Firefighters'  Unified  Retirement  System.  Based  on  that  study,  the  actuary  recommended  actuarial 
assumptions  which  were  adopted  by  the  Public  Employees'  Retirement  Board  on  August  25,  1994. 
These  assumptions  were  used  in  the  valuation  of  June  30,  1994  and  continued  in  the  latest 
valuation  of  June  30,  1996.  The  following  is  a  discussion  of  those  assumptions. 

Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table,  adjusted  to 
reflect  the  higher  rates  experienced  by  the  members. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  the  actual  experience  of  the  system  as  determined  in  the  1994 
withdrawal  sUidy: 

Withdraw 
per  10,000 
Age       Active  Members 


25 

812 

30 

468 

35 

239 

40 

54 

45 

30 

50 

0 
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Salary  Scale 

The  rates  of  salary  increase  are  based  upon  an  assumed  compounded  growth  rate  of  6%  per 
annum. 

Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value,  with  gains  and  losses  graduated  over  a  four-year  period. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  mcur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8%. 

Termination  Benefits 

It  was  assumed  that  all  members  terminating  with  less  than  ten  years  of  service  would  receive  an 
immediate  withdrawal  of  their  member  contributions  with  interest.  It  was  further  assumed  that 
members  with  ten  or  more  years  of  service  would  select  the  most  advantageous  benefits  under  the 
given  assumptions. 

Service  Purchase 

It  was  assumed  that  1/3  of  the  members  that  are  within  15  years  of  service  until  reaching  the 
assumed  retirement  age  will  purchase  or  buy  back  three  years  of  service.  The  cost  of  this  service 
was  assumed  to  equal  20%  of  the  total  liability. 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Active  Member  Valuation  Data 


Valuation  Number  Nbr       Coverd  Annual  %  Inc/yr 

Date  Members  ERs       Payroll*        Average  Pay  In  Avg  Pay 

June  30,  1991  416  14  $10,286,967  $24,728  4.03% 

June  30,  1992  420  14  10.883,033  25,912  4.79% 

June  30,  1993  402  14  11,561,162  28,759  10.99% 

June  30,  1994  412  14  12,424,267  30,156  4.86% 

June  30,  1995  414  14  12.789,990  30,894  2.45% 

June  30, 1996         418  14  13,782,660  32,136  4.02% 


♦Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used 
prior  to  FY96.  This  figure  is  estimated  by  annualizing  the  June  payroll. 


Montana  PERB  's  Comprehensive  Annual  Financial  Report  3 1 9 


FURS  ACTUARIAL  SECTION 


Firefighters'  Unified  Retirement  System 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


End  of 

Average 

Year 

Number 

Number 

Year 

Annual 

%  Benefit 

Ended 

Added 

Removed 

Total 

Benefit 

Increase 

June  30,  1991 

16 

4 

396 

$11,460 

2.03% 

June  30,  1992 

10 

5 

401 

11,976 

4.50% 

June  30, 1993 

10 

5 

406 

12.120 

1 .20% 

June  30, 1994 

15 

4 

417 

125,647 

3.66% 

June  30,  1995 

9 

12 

414 

12,936 

2.96% 

June  30, 1996 

31 

10 

435 

13,488 

4.27% 
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Firefighters'  Unified  Retirement  System 

Solvency  Test 


Valuation 
Date 


(1)  (2) 

Active  Retirants 

Member  and 

Contributions  Beneficiaries 


(3) 

Active  Members 

(ER  financed 

portion) 


Reported 

Assets 


Portion  of  Accrued 
Liabilities  Covered 
by  Reported  Asset 
(1)  (2)  (3) 


June  30,  1992 
June  30,  1994 
June  30,  1996 


$6,117,728 
6,994.369 
7,876,203 


$49,307,093 
54,089.858 
60,835,216 


$45,182,338 
52.068.497 
62,399,338 


$44,158,612 
54.646,716 
67,745,241 


100%  77.15%  0.00% 
100%  88.10%  0.00% 
100%     98.41%    0.00% 
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Firefighters'  Unified  Retirement  System 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  $1,910,864 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  299,297 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  128,270 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  264,418 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  1,260,351 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  1,712,944 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (2,367,956) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  $3,208,188 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  (7,258,016) 


Composite  Gain  (or  Loss)  During  Year  ($4,049,828) 


The  gain  in  the  accrued  liability  is  $1,495,244  and  that  in  the  actuarial  funded  assets  is  $1,712,944.  The 
composite  loss  for  the  biennial  period  of  $4,049,828  is  an  acceptable  amount  for  the  system. 
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Firefighters'  Unified  Retirement  System 

Summary  of  Plan  Provisions 


Employee  Contributions 
Employer  Contributions 
State  Contribution  - 
Retirement  Benefit  - 


Disability  Benefit 


Death  Benefit 


Termination  Benefit 


Benefit  Adjustments 


7.8%  of  member's  compensation. 

14.36%  of  member's  compensation. 

24.21%  of  member's  compensation. 

Eligibility:  20  years  of  service,  regardless  of  age. 

Normal  Form:  Life  payments  with  full  benefits  continuing  to  the 
surviving  spouse  or  dependent  children  upon  the  member's  death. 

Benefit  if  hired  before  June  30,  1981:  50%  ^  last  monthly 
compensation  (LMC)  +2%  ^  years  of  service  over  20  ^  LMC. 

Benefit  if  hired  on  or  after  June  30,  1981:  2%  ^  final  average 
compensafion  (FAC)  ^2  years  of  service. 

If  hired  before  July  1,  1981:  Minimum  of  50%  of  LMC  +  2%  for 
each  year  of  service  over  20  years. 

If  hired  on  or  after  July  1,  1981:  Minimum  of  50%  of  LMC  +  2% 
for  each  year  of  service  over  25  years. 

If  hired  before  July  1,  1981:  Minimum  of  50%  of  LMC  +  2%  for 

each  year  of  service  over  20  years. 

If  hired  on  or  after  July  1 ,  1981 :  Minimum  of  50%  of  FAC. 

Prior  to  ten  years  of  service,  return  of  member  contributions.  After 
ten  years,  the  member  may  elect  to  receive  a  benefit  of  2%  of  final 
compensation  for  each  year  of  service,  commencing  at  age  50. 

If  the  benefits  are  less  than  one-half  of  the  monthly  salary  paid  to 
a  newly  confirmed  firefighter  in  the  city  in  which  the  member  was 
employed,  the  monthly  payments  are  to  be  increased  to  one-half  of 
such  monthly  salary. 

The  cost  of  this  adjustment  for  members  retired  prior  to  July  1 , 
1973  is  paid  from  the  fire  insurance  premium  tax  fund.  The  service 
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retirement  benefit  for  members  hired  on  or  after  July  1,  1981  is  also 
paid  from  this  premium  tax,  provided  funds  are  available. 

Purchase  Service  -  A  member  may  purchase  one  additional  year  of  service  credit  for 

every  five  years  of  membership  service.  A  maximum  of  five  years 
may  be  purchased. 

Cost:  a  member  shall  contribute  the  actuarial  cost  of  the  service 
based  upon  the  most  recent  actuarial  valuation. 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Revenue  by  Source 


Fiscal  Contributions  State 

Year    Member*   Employer**    Supplement      Other** 


Investment 
Income***        Total 


Employer 

Contribution 

as  a  Percent 

of  Covered 

Payroll**** 


1991      $642,567      $1,385,387 


1992 
1993 
1994 
1995 
1996 


668,357 
698,760 
745,744 
805,162 
1,065,585 


1,443,810 
1,510,600 
1,614,694 
1,715.330 
1,959,817 


$979,856 
1,008,873 
1,042,261 
1,069,848 
1,093,038 
1,059,450 


$2,343,461  $3,207,661  $8,558,932 


2,595,528 
2,739,746 
2,738,255 
3,084,413 
3,092,138 


3,302,547 
3,591,950 
3,854,390 
8,263,853 
6,631,199 


9,019,115 

9,583,317 

10,022,931 

14,961,796 

13,808,189 


13.45% 
13.27% 
13.02% 
13.00% 
13.40% 
14.22% 


Revenue  for  Fiscal  Year  96 


(48.0%)  Investment  Income 


(7.7%)  Member 

(14.2%)  Employer 


(7.7%)  State  Supplement 


(22.4%)  State  Other 


*Includes  Interest  Reserve  Buyback. 
**Includes  percent  of  salary  and  retirement  adjustment  (19-15-101  &  102,  MCA). 
***Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of 
Investment  Expense  FY91  -  FY96. 
****Covered  payroll  was  unavailable  prior  to  FY96.  The  actuarial  annual  payroll  figure  is  used  for  other  years. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Administrative 

Year 

Payments 

Refunds 

Expenses* 

Other** 

Total 

1991 

$4,494,381 

$3,319 

$20,539 

$6,060 

$4,524,299 

1992 

4,851,366 

33,930 

28,148 

85,403 

4,998,847 

1993 

5,041,063 

22.628 

26,368 

(9,170) 

5,080.889 

1994 

5,177,304 

45.432 

27,920 

(9,860) 

5,240,796 

1995 

5,400.404 

48.467 

20.366 

0 

5,469.237 

1996 

5,754,727 

29,109 

25,947 

0 

5,809,783 

Expenses  for  Fiscal  Year  96 


(0.4%)  Admin.  Expenses  (0.5%)  Refunds 


(99.1%)  Benefits 


*Includes  Investment  Expense  for  FY91  through  FY94 
**Includes  Prior  Year  Adjustments 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 

Benefits 

Death  in 

Disability 

Fiscal 

Year 

Retirees 

Survivors 

Service  Benefits 

Benefits 

Refunds 

Total 

1991 

$2,854,121 

$341,369 

$35,532 

$1,263,358 

$3,319 

$4,497,700 

1992 

3,080,821 

368,484 

38,355 

1,363,705 

33,930 

4,885,296 

1993 

3,230,822 

379,623 

0 

1,430,619 

22,628 

5,063,691 

1994 

3,294.308 

392,122 

750 

1,490,124 

45.432 

5,222,736 

1995 

3,420,919 

424,533 

0 

1,554,953 

48,467 

5,448,871 

1996 

4,465,974 

453,626 

0 

835,127 

29,109 

5,783,836 

Benefit  Expenses  by  Type 


(0.5%)  Refunds 
(14.4%)  Disability 


(7.9%)  Survivors 


(77.2%)  Retirees 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Fiscal 

Year 

Retired 

Disabled 

Survivors 

Total 

1991 

251 

112 

33 

396 

1992 

255 

113 

33 

401 

1993 

261 

113 

32 

406 

1994 

266 

116 

35 

417 

1995 

262 

118 

34 

414 

1996 

382 

19 

34 

435 

Retired  Members  by  Type  of  Benefit 


500   f^ 


400 


/I 


c     300 


^     200 


100 


1991 


1992 


1993  1994 

Fiscal  Year 


1995 


1996 


en  Retired 


Disabled 


Survivors 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's 

Age 

Service 

<  45 

45-49 

50-54 

55-59      60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$1,058 

$1,113 

$1,175 

$0           $0 

$0 

$0 

$0 

$0 

$1,093 

5-9 

138 

1,074 

1,175 

1,104             0 

1,036 

1,175 

650 

1,073 

916 

10-14 

732 

1,144 

616 

952      1,073 

1,175 

1,150 

1,155 

1,044 

965 

15-19 

1,274 

1,176 

1,030 

700      1,122 

888 

128 

1,114 

1,082 

1,018 

20-24 

1,133 

1,492 

1.059 

1,179      1,044 

942 

1,098 

1,087 

1,010 

1,086 

25-29 

1,113 

0 

1,784 

1,557      1,257 

1,009 

942 

1,112 

1,030 

1,244 

30-34 

0 

0 

0 

2,085      1,454 

1,466 

1,229 

1,093 

1,101 

1,360 

35-39 

0 

0 

0 

0      1,705 

1,391 

1,421 

1,073 

1,137 

1,318 

40-UP 

0 

0 

0 

0             0 

128 

160 

1,360 

0 

549 

Average 

$899 

$1,262 

$1,242 

$1,287    $1,180 

$991 

$1,070 

$1,085 

$1,046 

$1,124 

Average  Benefit  Payment  Amounts 


Dollars 
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Firefighters'  Unified  Retirement  System 

Schedule  of  Participating  Employers 


FURS  Active  Members  by  Employer 

Employers 

June  30,  1996 

June  30, 

1995 

Anaconda 

7 

6 

Billings 

103 

103 

Bozeman 

27 

26 

Butte 

33 

34 

Glendive* 

5 

5 

Great  Falls 

64 

63 

Havre 

17 

17 

Helena 

35 

32 

Kalispell 

21 

21 

Lewistown* 

6 

6 

Livingston* 

15 

15 

Miles  City* 

13 

13 

Missoula 

70 

71 

Red  Lodge 

Totals:  14  Employers 

2 

2 

418 

414 

*  These  cities  have  "part-paid"  firefighters  (volunteers  assisting  the 
departments  in  second  class  cities  [7-33-4109,  MCA])  not  included  in  totals. 
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MONTANA  LEGISLATIVE  BRANCH 


Legislative  Auditor 
Scott  A.  Seacat 

Legal  Counsel: 
John  Northey 


Deputy  Legislative  Auditors: 
Mary  Bryson 

Operations  and  EDP  Audit 
James  Gillett 

Financial-Compliance  Audit 
Jim  Pellegrini 

Performance  Audit 


LEGISLATIVE  AUDIT  DIVISION 

INDEPENDENT  AUDITOR'S  REPORT 

We  have  audited  the  accompanying  Statements  of  Plan  Net  Assets  of  the  Volunteer  Firefighters' 
Compensation  Act  as  of  June  30,  1996  and  1995,  and  the  related  Statement  of  Changes  in  Plan  Net 
Assets  for  each  of  the  two  fiscal  years  ended  June  30,  1996  and  1995.  The  information  contained  in 
these  financial  statements  is  the  responsibility  of  the  system's  management.  Our  responsibility  is  to 
express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material  respects,  the 
financial  position  of  the  Volunteer  Firefighters'  Compensation  Act  at  June  30,  1996  and  1995,  and  the 
results  of  its  operations  for  the  years  ended  June  30,  1996  and  1995,  in  conformity  with  generally 
accepted  accounting  principles. 

The  Schedule  of  Funding  Progress  and  the  Schedule  of  Contributions  are  not  a  required  part  of  the  basic 
financial  statements  but  are  supplementary  information  required  by  the  Governmental  Accounting 
Standards  Board.  We  have  applied  certain  limited  procedures,  which  consisted  principally  of  inquiries 
of  management  regarding  the  methods  of  measurement  and  presentation  of  the  supplementary 
information.  However,  we  did  not  audit  the  information  and  express  no  opinion  on  it. 

The  other  data  included  in  this  repon  have  not  been  audited  by  us,  and  accordingly,  we  express  no 
opinion  on  such  data. 


Respectfully  submitted 


September  30,  1996 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


Room  135,  State  Capitol  Building,  PO  Box  201705  Helena.  MX  59620-1705 
Phone  (406)  444-3122  FAX  (406)444-9784 
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Volunteer  Firefighters'  Compensation  Act 


Statements  of  Plan  Net  Assets 
as  of  June  30, 1996  and  1995 


Assets 
Cash  and  Short-term  Investments  $ 

Receivables 
Interest 

Investments,  at  fair  value  (Note  A. 2) 
Common  Stock 
Retirement  Fund  Bond  Pool 
Leveraged  Buy-Outs 

Total  Investments 

Total  Assets 

Liabilities 

Accounts  Payable 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
(A  schedule  of  funding  progress  for  this 
plan  is  presented  on  page  345.)  $ 


1996  1995 


1,364,947 

$       1,656,769 

54,884 

89,322 

2,015,689 

7,792,273 

298,648 

10,106,610 

1,552,678 

7,004,190 

241,384 

8,798,252 

11,526,441 

10,544,343 

22,108 

22,718 

11,504,333 

$      10,521,625 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Volunteer  Firefighters'  Compensation  Act 

Statement  of  Changes  in  Plan  Net  Assets 
for  the  Years  Ended  June  30,  1996  and  1995 

■  1996  1995 

Additions 

Contributions 

State  (Noted)  $  862,010    $  809,103 


Investment  Income  (Note  A.2) 

Net  Appreciation  (Depreciation) 

in  Fair  Value  of  Investments 

176,800 

541,678 

Interest 

672,394 

620,031 

Dividends 

49,721 

43,612 

898,915 

1,205,321 

Less  Investment  Expense 

4,331 

2,569 

Net  Investment  Income 

894,584 

1,202,752 

Total  Additions 

1,756,594 

2,011,855 

uctions 

Benefits  (Note  B) 

737,099 

833,867 

Supplemental  Insurance  Payments 

(Note  B.4) 

14,700 

20,535 

Administrative  Expense 

22,087 

16,549 

Total  Deductions 

773,886 

870,951 

Net  Increase  982,708  1,140,904 

Net  Assets  Held  in  Trust  for  Pension  Benefits 
Beginning  of  Year 
Prior  Year  Adjustments  (Note  A. 3) 
Beginning  of  Year  Restated 
End  of  Year  $ 


10,521,625 

$ 

9,374,665 
6,056 

10,521,625 
11,504,333 

9,380,721 
10,521,625 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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Volunteer  Firefighters  Compensation  Act 

Notes  to  the  Financial  Statements 
for  the  Fiscal  Years  Ended  June  30, 1996  and  1995 


T 


he  Public  Employees'  Retirement  Board  (PERB)  administers  the  Volunteers' 
Firefighters'  Compensation  Act  (VFCA),  a  statewide  retirement  plan  established 
in  1965  in  accordance  with  Title  19,  chapter  17  of  the  Montana  Code  Annotated. 


A.        Summary  of  Significant  Accounting  Policies 

1.  Basis  of  Accounting 

The  VFCA  fiind  is  part  of  the  primary  government  of  the  State  of  Montana.  The 
accounting  records  and  financial  statements  are  prepared  by  the  Public  Employees' 
Retirement  Division  (PERD)  using  the  accrual  basis  of  accounting.  Revenues  are 
recognized  in  the  accounting  period  in  which  they  are  earned  and  become 
measurable.  Expenses  are  recorded  when  the  liability  is  incurred.  Administrative 
expenses  are  financed  through  investment  earnings. 

2.  Method  Used  to  Value  Investments 

Investments  of  the  fund  are  invested  and  managed  on  the  fund's  behalf  by  the 
Montana  Board  of  Investments,  Department  of  Commerce.  Investments  are 
purchased  in  accordance  with  the  statutorily  mandated  "prudent  expert  principle." 
Investments  are  reported  at  market  value.  There  are  three  major  diversified  pools: 
Montana  Short  Term  Investment  Pool  (STIP),  Montana  Common  Stock  Pool 
(Montcomp)  and  the  Retirement  Funds  Bond  Pool  (RFBP). 

a.  STIP  portfolio  includes  asset-backed  securities,  bankers'  acceptances, 
certificates  of  deposit,  commercial  paper,  corporate  and  government 
securities,  repurchase  agreements  and  variable-rate  (floating-rate) 
instruments.  These  securities  provide  a  diversified  portfolio  earning  a 
competitive  total  rate  of  return.  Funds  may  be  invested  for  relatively  short 
periods.  The  Public  Employees'  Retirement  Board  elects  to  have  all  STIP 
income  automatically  reinvested.  Investments  are  reported  at  market  value 
based  on  market  prices  supplied  to  the  Board  of  Investments  by  various 
pricing  services.  The  unit  value  is  fixed  at  $1.00.  A  purchased  unit  earns 
income  on  the  purchase  date  and  ceases  to  earn  income  on  the  day  before 
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the  unit  is  sold.  STIP  income  reflects  the  monthly  earnings  of  the  STIP 
portfolio  and  is  distributed  on  the  first  calendar  day  of  the  month. 
Administrative  expenses  incurred  by  the  Board  of  Investments  are  charged 
daily  to  STIP  based  on  their  expenses  applicable  to  STIP.  STIP  investments 
are  required  to  have  the  highest  rating  in  the  short  term  category  by  any 
nationally  recognized  statistical  rating  organization.  Disclosure  about 
Derivatives:  STIP  holds  two  types  of  securities  required  to  be  disclosed  per 
the  Governmental  Accounting  Standards  Board  (GASB):  asset-backed 
securities  and  variable  interest  rate  securities.  Asset-backed  securities  are 
collateralized  by  non-mortgage  assets  pledged  by  the  issuer.  Variable-rate 
(floating-rate)  securities  are  sensitive  to  interest  rate  changes.  There  are  no 
legal  risks  that  the  Board  of  Investments  is  aware  of  regarding  any  STIP 
investments. 

b.  Montcomp  portfolio  consists  of  common  stock  in  public  corporations, 
convertible  corporate  debt  consisting  of  coupon  and  zero  coupon  bonds  and 
convertible  equity  securities.  Montcomp  is  carried  at  market  value  for 
financial  reporting  purposes.  Market  values  for  publicly  traded  convertible 
debt  securities  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  its  custodial  bank,  State  Street 
Bank,  or  various  brokerage  services.  Premiums  and  discounts  are  amortized 
using  an  interest  method  over  the  life  of  the  security.  Unit  values  are 
calculated  once  a  month  at  the  close  of  the  last  business  day  of  the  month, 
based  upon  the  market  value  of  the  Montcomp  equity  holdings  and  other 
assets.  Equity  investments,  traded  on  a  national  security  exchange,  are 
stated  at  the  last  reported  sales  price  on  valuation  day,  while  equity 
securities  traded  in  the  over-the-counter  market  are  stated  at  the  last  quoted 
bid  price.  Units  are  bought/sold  upon  the  decision  of  the  Board  of 
Investment's  Chief  Investment  Officer.  Disclosure  about  Derivatives: 
Montcomp  investments  include  three  convertible  security  holdings  whose 
strucmre  differs  from  the  basic  corporate  convertible  preferred  strucUire 
and  are  required  to  be  disclosed  per  GASB.  These  strucmres  include  one 
holding  in  Automatically  Convertible  Equity  Security  (ACEs)  and  two 
holdings  in  Dividend  Enhanced  Common  Stock  (DECs).  Investments  in 
common  stock  cannot  exceed  50%  of  the  fund  [17-6-201,  MCA]. 

c.  RFBP  portfolio  includes  corporate  asset-backed,  other  corporate,  U.S. 
government  mortgage-backed,  U.S.  government  and  yankee  securities. 
RFBP  investments  are  presented  at  market  value.  Market  values  are 
determined,  primarily,  by  reference  to  market  prices  supplied  to  the  Board 
of  Investments  by  its  custodial  bank.  State  Street  Bank.  Premiums  and 
discounts  are  amortized/accreted  using  the  straight-line  or  interest  method 
to  the  call,  average  life  or  mamrity  date  of  the  securities.  Unit  values  are 
calculated  weekly,  based  on  portfolio  pricing,  to  allow  for  participant 
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transactions  to  occur  as  determined  by  the  Board  of  Investment's  Chief 
Investment  Officer.  Accumulated  income  is  distributed  monthly  on  the  first 
calendar  day  of  the  month.  Realized  portfolio  gains/losses  are  distributed 
at  least  annually.  Disclosure  about  Derivatives:  The  RFBP  portfolio 
includes  structured  financial  instruments  known  as  REMICs  (Real  Estate 
Mortgage  Investment  Conduits).  These  securities  are  required  to  be 
disclosed  per  GASH.  REMICs  are  pass-through  vehicles  for  multiclass 
mortgage-backed  securities.  Some  REMICs  are  principal-only  strips  (POs) 
and  interest-only  (lOs).  As  of  June  30,  1996,  the  pool  had  one  legal  risk: 
S  &  A  Restaurants  Corporation  which  was  restructuring  its  debt  as  of  June 
30,  1996  due  to  possible  bankruptcy.  Effective  February  15,  1996,  the 
Board  of  Investments  discontinued  accruing  income  on  this  security.  On 
August  1,  1996,  the  company  completed  its  corporate  restructuring  and  on 
August  15,  1996  remitted  interest  due  for  February  15,  1996  through 
August  14,  1996;  therefore,  the  Board  of  Investments  is  permitting  the 
security  to  accrue  income.  At  amortized  cost,  the  RFBP  owns  $11,000,000 
par  of  S  &  A  Restaurants  Corporation,  11.15%  First  Mortgage  Bonds, 
mamring  August  15,  1998.  These  bonds  are  backed  by  U.S.  government 
securities. 

d.  Other  Investments  include  leveraged  buy-outs  presented  at  market  value. 
Market  values  are  determined,  primarily,  by  reference  to  market  prices 
supplied  to  the  Board  of  Investments  by  the  State  Street  Bank  or  various 
brokerage  services.  Leveraged  buy-outs  permit  investment  groups  to 
acquire  a  company  by  leveraging  debt,  as  a  financing  technique,  to 
establish  a  significant  ownership  posifion  on  behalf  of  the  company's 
current  management  team. 

Prior  Year  Adjustment 

The  fiscal  year  1995  prior  year  adjustment  of  $6,056  includes  the  cumulative 
effects  of  (1)  restatement  due  to  implementation  of  GASB  Statement  No.  25,  which 
requires  investments  be  reported  at  market  value,  of  $9,520  and  (2)  a  change  in  the 
accounting  method  of  recognizing  gains  and  losses  on  bond  swaps  in  fiscal  year 
1995  of  $(3,464). 


B.        Plan  Description 

The  VFCA  is  a  statewide  retirement  and  disability  plan.  The  VFCA  provides  retirement, 
disability  and  death  benefits  for  all  volunteer  firefighters  of  companies  organized  in 
unincorporated  areas,  towns  or  villages  under  the  laws  of  the  State  of  Montana.  Benefits 
are  vested  after  ten  years  of  credited  membership  service.  The  authority  to  establish, 
amend  and  provide  cost  of  living  adjustments  for  the  plan  is  assigned  to  the  State 
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Legislature.  Membership  of  the  VFCA  consisted  of  the  following  at  June  30,  1996,  the 
date  of  the  last  actuarial  valuation: 


VFCA  Membership 

June  30,  1996 

June  30,  1993 

Retirees  &  Beneficiaries  Receiving  Benefits: 

Service  Retirements                                                                       722 

646 

Survivor  Benefits                                                                               2 

2 

Active  Plan  Members                                                                   2  474 

2.738 

Total                                                                                 3,198 

3,386 

Retirement  Benefits 

A  volunteer  firefighter  is  eligible  to  a  full  participation  pension  benefit  after 
completing  20  years  of  qualified  service  and  attaining  age  55 .  A  member  does  not 
have  to  be  an  active  member  of  a  volunteer  firefighting  company  when  age  55  is 
attained.  A  volunteer  firefighter  with  at  least  ten  years  but  less  than  20  years  of 
credited  service,  qualifies  for  partial  participation  benefits  after  attaining  age  60. 

The  benefit  payment  is  $100  per  month  for  full  participation.  The  payment  is 
prorated  in  proportion  to  full  participation  benefits  with  20  years  of  service. 
Members  may  retire  upon  meeting  eligibility  requirements. 


Disability  Payments 

An  active  member  injured  while  performing  the  duties  of  a  volunteer  firefighter  is 
eligible  to  receive  payment  for  necessary  and  reasonable  medical  expenses,  not  to 
exceed  $25,000,  resulting  directly  from  the  injury  and  incurred  within  36  months 
from  the  date  of  injury.  When  the  injury  (incurred  in  the  line  of  duty)  results  in  the 
loss  of  an  arm,  hand,  leg,  foot,  eye,  or  any  natural  teeth;  the  Public  Employees' 
Retirement  Board  will  order  that  a  prosthesis  be  furnished.  This  expense  may  not 
exceed  $1,500  and  may  be  replaced  every  five  years,  if  necessary.  If  this  injury 
prevents  the  member  from  completing  20  years  of  service,  the  member  is  eligible 
for  a  disability  benefit  of  at  least  $50  per  month. 

Survivor  Benefits 

Upon  the  death  of  a  volunteer  firefighter,  the  surviving  spouse  (or  dependent 
children)  will  receive  the  full  or  partial  pension  payment  earned  by  the  firefighter. 
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Payments  to  eligible  survivors  will  end  when  total  payments  have  reached  $4,000 
(or  a  portion  thereof  for  partial  pensions). 

A  lump-sum  payment  equal  to  the  actual,  necessary  and  reasonable  expenses,  (or 
$1,500,  whichever  is  less),  will  be  paid  directly  to  the  provider  of  funeral  services 
for  any  eligible  volunteer  firefighter  whose  death  occurs  in  the  line  of  duty. 

4.         Group  Insurance  Payments 

To  encourage  volunteer  companies  to  maintain  group  medical  insurance  for  their 
members  in  order  to  provide  additional  benefits  in  case  of  death  or  injury  incurred 
while  in  the  line  of  duty,  payments  are  made  to  the  volunteer  fire  companies  equal 
to  $75  per  year  for  each  mobile  firefighting  unit  owned  by  the  volunteer  fire 
company,  up  to  a  maximum  of  two  units.  Supplemental  insurance  payment  to  fire 
companies  for  fiscal  years  1996  and  1995  totaled  $14,700  and  $20,535, 
respectively. 


Contribution  Information 

1.         State  Contributions 

During  fiscal  years  1996  and  1995,  the  State  contributed  5%  of  the  premium  taxes 
collected  on  certain  fire  risks.  Payments  are  made  annually  to  the  Volunteer 
Firefighters'  Pension  Fund  by  the  State  Auditor  from  the  fire  insurance  premium 
tax  fund.  Contributions  for  the  fiscal  years  1996  and  1995  were  $862,010  and 
$809,103,  respectively. 
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Volunteer  Firefighters'  Compensation  Act 

Required  Supplementary  Information 
Schedule  of  Funding  Progress 


Actuarial 

Actuarial  Accrued 

Unfunded 

UAAL  as  a 

Actuarial 

Value  of 

Liability  (AAL) 

AAL 

Funded 

Covered 

Percentage  of 

Valuation 

Assets* 

-Entry  Age 

(UAAL) 

Ratio 

Payroll** 

Covered  Payroll 

Date 

(a) 

(b) 

(b-a) 

(a/b) 

(c) 

((b-a)/c) 

06/30/93 

$8,759,629 

$15,210,663 

$6,451,034    57.59% 

NA 

NA 

06/30/96 

11,504,333 

16,636,040 

5,131,707     69.15% 

NA 

NA 

Analysis  of  the  dollar  amounts  of  plan  net  assets,  actuarial  accrued  liability,  and  unfunded 
actuarial  accrued  liability  in  isolation  can  be  misleading.  Expressing  plan  net  assets  as  a 
percentage  of  the  actuarial  accrued  liability  provides  one  indication  of  the  system's  funding 
status  on  a  going-concern  basis.  Analysis  of  this  percentage  over  time  indicates  whether  the 
system  is  becoming  financially  stronger  or  weaker.  Generally,  the  greater  this  percentage, 
the  stronger  the  system.  Trends  in  the  unfunded  actuarial  accrued  liability  and  annual 
covered  payroll  are  both  affected  by  inflation.  Expressing  the  unfunded  actuarial  accrued 
liability  as  a  percentage  of  annual  covered  payroll  approximately  adjusts  for  the  effects  of 
inflation  and  aids  analysis  of  the  system's  progress  made  in  accumulating  sufficient  assets 
to  pay  benefits  when  due.  Generally,  the  smaller  this  percentage,  the  stronger  the  system. 


*  Refer  to  the  "Notes  to  the  Required  Supplementary  Information"  for  the  Actuarial  Asset  Valuation 

Method. 
♦Covered  payroll  is  not  applicable.  Members  are  unpaid  volunteers  and  do  not  contribute  to  the  fund. 

1993  was  the  first  actuarial  valuation.  Valuations  will  be  every  other  year  from  FY  1996  forward. 
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Volunteer  Firefighters'  Compensation  Act 

Required  Supplementaty  Information 
Schedule  of  State  Contributions 


Year 

Annual 

Ended 

Required 

Amount 

June  30 

Contribution 

Contributed 

1991 

$601,102 

100% 

1992 

630,961 

100% 

1993 

668,767 

100% 

1994 

765,549 

100% 

1995 

809.103 

100% 

1996 

862,010 

100% 
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Volunteer  Firefighters'  Compensation  Act 

Notes  to  the  Required  Supplementary  Information 


The  information  presented  in  the  required  supplementary  schedules  was  determined  as  part  of  the 
actuarial  valuations  at  the  dates  indicated.  Additional  information  as  of  the  latest  actuarial  valuation 
follows: 


Valuation  date 
Actuarial  cost  method 
Amortization  method 

Remaining  amortization  period 


June  30, 1996 

Entry  age 

Level  percentage  of  payroll, 
open 

27  years 


Asset  valuation  method 

Actuarial  assumptions: 

Investment  rate  of  return 

Projected  salary  increases 
Inflation 
Merit 

Cost-of-living  adjustments 


Market  Value 

8%,  compounded  annually 

6% 

None 

None 
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Volunteer  Firefighters'  Compensation  Act 


introduction 

The  investment  activity  of  the  Volunteer  Firefighters'  Compensation  Act  is  governed  by  the 
Montana  Constitution  and  statutorily  by  the  "prudent  expert  principle."  The  prudent  expert  rule 
requires  the  Board  of  Investments  to  discharge  its  duties  with  the  care,  skill,  prudence,  and 
diligence  that  a  prudent  person  acting  in  a  like  capacity  with  the  same  resources  and  familiar  with 
like  matters  exercises  in  the  conduct  of  an  enterprise  of  a  like  character  with  like  aims. 

The  prudent  expert  standard  permits  further  diversification  of  the  holdings  of  the  fund  to  minimize 
the  risk  of  loss  and  maximize  the  rate  of  return.  The  oppormnity  to  diversify  among  various  asset 
classes  may  enable  a  fund  to  reduce  volatility  and  increase  returns. 


Investment  Goals  and  Objectives 

The  basic  goal  influencing  the  investment  of  the  Volunteer  Firefighters'  Compensation  Act's 
assets  is  realization  of  compound  rates  of  return  sufficient  to  fund  promised  benefits  at  the  lowest 
possible  cost  to  employers  and  employees. 

The  basic  investment  objective  of  the  Montana  Board  of  Investments  is  achievement  of  a  total  rate 
of  return  which  exceeds  the  rate  of  inflation  as  measured  by  the  Consumer  Price  Index  by  3  % 
over  any  five-year  rolling  period,  while  outperforming  the  market  indices  for  each  asset  class  over 
any  current  five-year  rolling  period. 


Risk  Tolerance 

In  view  of  the  long  time  horizon  of  this  pension  plan  and  adequacy  of  cash  flow  to  meet  retiree 
payments,  this  fund  has  an  above  average  ability  to  assume  risk. 


Asset  Allocation 

Correct  asset  allocation  is  the  main  determinant  of  the  Volunteer  Firefighters'  Compensation  Act's 
success  in  meeting  long-term  investment  objectives.  The  asset  mix  which  has  a  high  probability 
of  achieving  the  VFCA's  basic  investment  objective  is:  57%  -  80%  fixed  income  investments  and 
20%  -  43%  equity  investments.  During  Fiscal  Year  1996,  the  VFCA's  acmal  asset  mix  was  80% 
fixed  income  investments  and  20%  equity  investments. 
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VFCA  INVESTMENT  SECTION 


Target  Asset  Allocation 


(68.0%)  Retirement  Fund  Bond  Pool 


(3.0%)  Leveraged  Buy-Outs 

(18.0%)  Common  Stock  (MTCOMP) 

( 1 1 .0 %)  Short  Term  Invest ment  Pool 


Investment  Management  and  Results 

The  VFCA's  funds  are  invested  by  the  Montana  Board  of  Investments  as  part  of  the  unified 
investment  program.  The  portfoho  is  broadly  diversified  within  the  various  asset  classes  (stocks, 
bonds,  leveraged  buy-outs,  etc.). 

The  Montana  Board  of  Investments  reports  a  total  rate  of  return  of  8.69%  for  fiscal  year  1996. 
At  June  30,  1996,  VFCA's  portfolio  market  value  was  $11. 5  million,  and  increase  of  $1.0  million 
over  June  30,  1995. 
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VFCA  INVESTMENT  SECTION 


Volunteer  Firefighters'  Compensation  Act 

Asset  Mix  (market  value) 
as  of  June  30, 1996  and  1995 

1996                 %  of              1995                 %  of              Dollar  % 

Investment  Type Market  Value      Total      ^Market  Value       Total Change  Change 

RFBP  (Fixed  Income)           $7,792,273       67.94%        $7,004,190         66.99%           $788,083  11.25% 

Common  Stock  Pool               2,015,689       17.57%          1,552,678         14.85%           $463,011  29.82% 

Leveraged  Buy-Outs     298,648         2.60% 241,384 2.31% 57,264  23.72% 

Total  Equities                        $2,314,337       20.18%         $1,794,062          17.16%            $520,275  29.00% 

STIP                              _      $1,363,497       11.89%         $1,656,737 15.85%           ($293,240)  -17.70% 

Total       $11,470,107     100.00%      $10,454,989       100.00%        $1,015,118  9.71% 


Actual  Asset  Allocation 

as  of  June  30, 1996 


(68.0%)  Retirement  Fund  Bond  Pool 


(2.6%)  Leveraged  Buy-Outs 

^^  (17.5%)  Common  Stock  Pool  (MTCOMP) 

(11.9%)  Short  Term  Investment  Pool 
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Volunteer  Firefighters'  Compensation  Act 

Largest  Security  Holdings  (by  portfolio  market  value) 
as  of  June  30, 1996 


Par  RFBP  Portfolio  Security  Name  Market  Value 


68,341,406 

Short  Teuii  Investment  Pool 

$68,341,407 

32,000,000 

United  States  Treasury  Bonds 

39,575,040 

36,000,000 

United  States  Treasury  Bonds 

36,843,840 

34,000,000 

United  States  Treasury  Bonds 

35,721,080 

30,500,000 

United  States  Treasury  Bonds 

34,698,630 

31,000,000 

United  States  Treasury  Bonds 

34,385,820 

150,000,000 

Student  Loan  Marketing  Association 

33,750,000 

32,000,000 

United  States  Treasury  Notes 

31,434,880 

26,000,000 

United  States  Treasury  Notes 

25,792,780 

22,017,992 

FNMA  Pool  303365 

21,460,497 

VFCA '  194,346  shares  represent  .50%  of  the  total  RFBP  portfolio. 

Shares/Par 

Montcomp  Portfolio  Security  Name 

US  Healthcare  Incorporated 

Market  Value 

750,000 

$41,250,000 

39,782,916 

Short  Term  Investment  Pool 

39,782,916 

370,000 

General  Electric  Company 

32,005,000 

420,000 

Intel  Corporation 

30,843,750 

800,000 

Norfolk  Southern  Corporation 

29,600,000 

680,000 

Owens  Corning 

29,240,000 

1,250,000 

YPF  Sociedad  Anonima 

28.125,000 

585,000 

Travelers  Group  Incorporated 

26,690,625 

510,000 

Texas  Instruments  Incorporated 

25,436,250 

540,000 

Abbott  Labs 

23,490,000 

VFCA  '4,370  shares  represent .  15%  of  the  total  Montcomp  portfolio. 


A  complete  list  of  portfolio  holdings  is  available  through  the  Montana  Board  of  Investments. 
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Volunteer  Firefighters'  Compensation  Act 

Investment  Summary 
as  of  June  30, 1996 


Percent  of  Total 

Type  of  Investment 

— 

Market  Value 

Market  Value 

Fixed  Income: 

Retirement  Funds  Bond  Pool 

$ 

7,792,273 

67.94% 

Equities: 

Common  Stock  Pool 

2,015,689 

17.57% 

Leveraged  Buyouts 

298,648 

2.60% 

Short-term  Investments: 

Short-term  Investment  Pool 

— 

1,363,497 

11.89% 

Total 

$_ 

11,470,107 

100.00% 
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Hendrickson,  Miller 

&  Associates,  Inc. 

ACTUARIAL         CONSULTANTS 

Securities  Building  •  101  N.  Last  Chance  Gulch 

P.O.  Box  1690  •  Helena,  Montana  59624 

Telephone  406/442  5222 

FAX  406/442  5089 


September  19,  1996 


Members  of  the  Board 

Public  Employees"  Retirement  Division 

P.O.  Box  200131 

Helena,  MT  59620-0131 

Re   Volunteer  FireHghters'  Compensation  Act  Actuarial  Certification 

Dear  Members  of  the  Board: 

We  certify  that  the  mformation  presented  herein  and  in  the  July  1,  1996  actuarial  valuation 
report  is  accurate  and  fairly  portrays  the  actuarial  position  of  the  Montana  Volunteer 
Firefighters"  Retirement  System. 

All  of  our  work  confonns  with  generally  accepted  actuarial  principles  and  practices,  and  with 
the  Actuarial  Standards  of  Practice  issued  by  the  Actuarial  Standards  of  Practice  issued  by  the 
Actuarial  Standards  Board.   In  our  opinion,  our  calculations  also  comply  with  the  requirements 
of  Montana  state  law  and,  where  applicable,  the  Internal  Revenue  Code,  ERISA,  and  the 
Statements  of  the  Governmental  Accounting  Standards  Board.  The  undersigned  are  independent 
actuaries    Both  are  Members  of  the  American  Academy  of  Actuaries,  and  both  are  experienced 
in  performing  valuations  for  public  retirement  systems. 

Acinar lal  valuations 

The  actuarial  valuation  (i)  determines  the  recommended  contribution  rates,  (li)  describes  the 
current  actuarial  condition  of  the  system,  and  (iii)  analyzes  changes  in  the  system's  liabilities. 
The  valuation  is  prepared  biennially  on  July  1  of  each  even  numbered  year. 

Financing  objectives 

The  contribution  rates  and  funding  sources  are  set  by  the  state  legislature  and  are  intended  to 
fund  the  normal  cost  rate  and  the  amortization  rate.  The  normal  cost  and  amortization  rates  are 
determined  on  a  level  percent  of  pay  basis.  As  of  July  1,  1996,  the  remaining  amortization 
period  was  27.00  years. 


Public  Employees"  Retirement  Division 
Members  of  the  Board 
Page  2 


Benefit  provisions 

The  benefit  provisions  reflected  in  the  valuation  are  those  which  were  in  effect  on  July  1 ,  1996. 

Assumptions  and  methods 

The  actuarial  assumptions  and  methods  used  in  the  valuation  are  set  by  the  Board,  based  on  the 
recommendation  of  the  actuary.  It  is  our  opinion  that  the  assumptions  are  internally  consistent 
and  are  reasonable  based  on  the  past  and  anticipated  experience  of  the  system. 

Data 

Member  data,  for  retired,  active  and  inactive  participants,  was  supplied  as  of  June  30,  1996  by 
the  system's  staff.  We  did  not  audit  this  data,  but  we  did  apply  a  number  of  tests  to  the  data,  and 
determined  that  it  was  reasonable  and  consistent  with  the  prior  years  data.  Asset  information  as 
of  June  30,  1996  was  also  supplied  by  the  system's  staff 

******************** 

For  further  information,  please  see  the  full  actuarial  valuation  report. 
Sincerely, 


Alton  P.  Hendrickson 
Member  of  the  American 
Academy  of  Actuaries 


Terrv' 

Memoer  of  the  American 

Academy  of  Actuaries 


VFCA  ACTUARIAL  SECTION 


Volunteer  Firefighters'  Compensation  Act 

Summary  of  Actuarial  Assumptions  and  Methods 


The  following  actuarial  assumptions  were  recommended  by  the  actuary  and  adopted  by  the  Public 
Employees'  Retirement  Board  in  June  1993  for  the  June  1993  valuation.  The  assumptions  are  the 
same  as  used  in  the  valuation  of  June  30,  1993,  except  that  the  Group  Annuity  Mortality  Table 
has  been  setback  due  to  the  1994  experience  study.  The  latest  actuarial  valuation  was  performed 
June  30,  1996.  A  discussion  of  those  assumptions  follows. 


Mortality  Rates 

The  mortality  rates  for  males  and  females  are  based  upon  the  1983  Group  Annuity  Mortality 
Table,  set  back  one  year  for  active  members  and  two  years  for  those  receiving  benefits. 

Disability  Rates 

The  disability  rates  for  males  and  females  are  based  upon  the  1983  Disability  Table,  adjusted  to 
reflect  the  higher  rates  experienced  by  the  members. 

Withdrawal  Rates 

The  withdrawal  rates  are  based  upon  a  published  table  referred  to  as  T-8  which  reasonably 
represents  that  expected  turnover  rate  of  the  volunteer  firefighters: 


Withdraw 

per  10,000 

Age 

Active  Members 

25 

1,160 

30 

1,120 

35 

1,060 

40 

940 

45 

760 

50 

490 
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Investment  Earnings 

It  was  assumed  that  the  investment  earnings  would  be  8%  compounded  annum. 

Asset  Valuation 

The  assets  are  based  on  market  value. 

Administrative  Expenses 

It  was  assumed  that  the  system  would  incur  no  administrative  expenses  beyond  those  provided  by 
investment  earnings  in  excess  of  8%. 
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Volunteer  Firefighters'  Compensation  Act 

Schedule  of  Active  Member  Valuation  Data 


Valuation 
Date 

Number 
Members 

June  30,  1993 

2.738 

June  30, 1996 

2,474 

Covered  payroll  is  not  applicable.  Members  are  unpaid  volunteers  and  do  not  contribute  to  the  fund. 
1993  was  the  first  actuarial  valuation.  Membership  information  is  not  available  prior  to  1993  valuation. 
Valuations  will  be  every  other  year  from  FY  1996  forward. 
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Volunteer  Firefighters'  Compensation  Act 

Schedule  of  Retirants  and  Beneficiaries 
Added  to  and  Removed  from  Rolls 


Average 

Year 

Number 

Number 

End  of  Year 

Annual 

Ended 

Added 

Removed 

Total 

Benefit* 

June  30,  1991 

32 

17 

521 

$1,414 

June  30,  1992 

59 

19 

561 

1,247 

June  30,  1993 

72 

20 

613 

1,212 

June  30,  1994 

49 

19 

643 

1,234 

June  30, 1995 

50 

21 

672 

1,241 

June  30, 1996 

87 

35 

724 

1,020 

*  Average  annual  benefit  is  an  estimate  based  on  number  of  retirees,  except  for  FY  93  and  FY  96 
when  the  plan  received  an  actuarial  valuation. 
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Volunteer  Firefighters  Compensation  Act 

Solvency  Test 

(1)  (2)  Portion  of  Accrued 

Retirants        Active  Member  Liabilities  Covered 


Valuation 
Date 

and 
Beneflciaries 

State  Financed 
Portion 

Reported 

Assets 

by  Reported  Asset 
(1)              (2) 

June  30,  1993 

S9. 119.901 

$8,435,542 

$8,759,629 

96.05%        0.00% 

June  30,  1996 

8,559,043 

10,237,178 

11,504333 

100%         36.47% 

Active  member  contributions  is  not  applicable.  Members  are  unpaid  volunteers. 

1993  was  the  first  actuarial  valuation.  Solvency  test  data  is  not  available  prior  to  1993  valuation. 

Valuations  will  be  every  other  year  from  FY  1996  forward. 
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Volunteer  Firefighters'  Compensation  Act 

Analysis  of  Financial  Experience 

Gains  &  Losses  in  Accrued  Liabilities  for  Biennial  Years  Ended  June  30, 1996 
Resulting  from  Differences  between  Assumed  Experience  &  Actual  Experience 

Type  of  Activity  $  Gain  (or  Loss) 

Age  &  Service  Retirements.  If  members  retire  at  older  ages  or  with 

lower  final  average  pay  than  assumed,  there  is  a  gain.  If  younger  ages 

or  higher  average  pays,  a  loss.  ($549,373) 

Disability  Retirements.  If  disability  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claim,  a  loss.  10,887 

Death-in-Service  Benefits.  If  survivor  claims  are  less  than  assumed, 

there  is  a  gain.  If  more  claims,  there  is  a  loss.  2,317 

Withdrawal  From  Employment.  If  more  liabilities  are  released  by 

withdrawals  than  assumed,  there  is  a  gain.  If  smaller  releases,  a  loss.  (18,186) 

Pay  Increases.  If  there  are  smaller  pay  increases  than  assumed,  there 

is  a  gain.  If  greater  increases,  a  loss.  0 

Contribution  Income.  If  more  contributions  are  received  than 

expected,  there  is  a  gain.  If  less,  a  loss.  0 

Investment  Income.  If  there  is  a  greater  investment  income  than 

assumed,  there  is  a  gain.  If  less  income,  a  loss.  168,780 

Death  After  Retirement.  If  retirants  live  longer  than  assumed,  there  is 

a  loss.  If  not  as  long,  a  gain.  (329,623) 

Other.  Miscellaneous  gains  and  losses  resulting  from  data  adjustments, 

timing  of  financial  transactions,  valuation  methods,  etc.  0 


Gain  (or  Loss)  During  Year  from  Financial  Experience  ($715,198) 

Non-Recurring  Items.  Adjustments  for  plan  amendments,  etc.  2,329,046 


Composite  Gain  (or  Loss)  During  Year  $1,613,848 


The  gain  in  the  accrued  hability  is  $883,979  and  that  in  the  actuarial  funded  assets  is  $168,780.  The  composite 
gain  for  the  biennial  period  of  $1 ,613,848  is  an  acceptable  amount  for  the  system. 
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Volunteer  Firefighters'  Compensation  Act 

Summary  of  Plan  Provisions 


State  Contributions 


Retirement  Benefit 


Disability  Benefit 


Death  Benefit 


Termination  Benefit  - 


5%  of  premium  taxes  collected. 

Eligibility:  Age  55  and  20  years  of  service  or  age  60  and  10  years 
of  service. 

Normal  Form:  Life  payments  without  any  death  benefits. 

Benefit:  $5.00  ,SS  years  of  service. 
Maximum  to  $100  per  month. 

Eligibility:  Disability  must  be  duty-related. 

Benefit:  $5.00  ,5:?  years  of  service. 

Minimum  $50  per  month.  Maximum  of  $100  per  month. 

Eligibility:  10  years  of  service. 

Benefit:  Accrued  benefit. 

After  ten  years  of  service,  the  member  may  elect  to  receive  the 
accrued  benefit  at  age  60. 
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Volunteer  Firefighters'  Compensation  Act 


Schedule  of  Revenue  by  Source 


Fiscal 
Year 


1991 
1992 
1993 
1994 
1995 
1996 


State 

Investment 

Contribution* 

Income** 

$601,102 

$660,125 

630,961 

652,596 

668,767 

722,824 

765,549 

679,090 

809,103 

1,202,752 

862,010 

894,584 

Total 

$1,261,227 
1,283,557 
1,391,591 
1,444,639 
2,011,855 
1,756,594 


Revenue  for  Fiscal  Year  96 


(50.9%)  Investment  Income 


(49. 1  %)  State  Contribution 


♦Includes  retirement  adjustment  (10-15-101  &  102,  MCA). 
**Includes  Common  Stock  Dividends.   FY95  &  FY96  restated  in  accordance  with  GASB  25.   Net  of  Investment 

Expense  FY91  -  FY96. 
Covered  payroll  is  not  applicable.   Members  were  not  paid  and  do  not  contribute  to  the  fund. 
Contributions  were  made  in  accordance  with  actuarially  determined  and  statutory  contribution  requirements. 
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Volunteer  Firefighters'  Compensation  Act 

Schedule  of  Expenses  by  Type 


Fiscal 

Benefit 

Insurance 

Administrative 

Year 

Payments 

Payments 

Expenses* 

Other** 

Total 

1991 

$736,785 

$22,136 

$11,267 

$3,117 

$773,305 

1992 

699,557 

24,606 

17,056 

(1,632) 

739,587 

1993 

789,688 

25,725 

17,041 

(283) 

832,171 

1994 

793,279 

18,300 

18,648 

(624) 

829,603 

1995 

833,867 

20,535 

16,549 

0 

870,951 

1996 

737,099 

14,700 

22,087 

0 

773,886 

Expenses  for  Fiscal  Year  96 


(1.9%)  Insurance  Payments      (2.9%)  Admin.  Expenses 


(95.2%)  Benefits 


*Includes  Investment  Expense  for  FY91  through  FY 94 
**Includes  Prior  Year  Adjustments 
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Volunteer  Firefighters'  Compensation  Act 

Schedule  of  Benefit  Expenses  by  Type 


Age  &  Service 
Benefits 

Death  in 
Service  Benefits 

Disability 
Benefits 

Refunds 

Fiscal 
Year 

Retirees 

Survivors 

Total 

1991 
1992 
1993 
1994 
1995 

$729,949 
693,066 
783,654 
785,533 
829,277 

$6,836 
6,490 
6,034 
7,746 
4,591 

$0 

0 

0 

0 

0 

$0 

0 

0 

0 

0 

$0 
0 
0 
0 

0 

$736,785 
699,557 
789,688 
793,279 
833,867 

1996 

734,842 

2,257 

0 

0 

0 

737,099 

Benefit  Expenses  by  Type 


(0.3%)  Survivors 


(99.7%)  Retirees 
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Volunteer  Firefighters'  Compensation  Act 

Schedule  of  Retired  Members  by  Type  of  Benefit 


Fiscal 

Year 

Retir 

1991 

517 

1992 

554 

1993 

608 

1994 

639 

1995 

670 

1996 

722 

Survivors 


4 
7 
5 
4 
2 
2 


Total 

521 
561 

613 
643 
672 
724 


Retired  Members  by  Type  of  Benefit 


o 

Pi 


800 


600 


400  - 


200  - 


1991 


1992 


1993        1994 
Fiscal  Year 


1995 


1996 


n  Retired        □  Survivors 
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Volunteer  Firefighters'  Compensation  Act 

Schedule  of  Average  Benefit  Payment  Amounts 


Years  of 

Recipient's 

\ge 

Service 

<  45 

45-49 

50-54 

55-59 

60-64 

65-69 

70-74 

75-79 

Over  80 

Average 

0-4 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

$0 

5-9 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

10-14 

0 

0 

0 

54 

60 

56 

58 

57 

58 

58 

15-19 

0 

0 

0 

83 

83 

86 

84 

82 

83 

84 

20-24 

0 

0 

0 

100 

100 

100 

100 

100 

100 

100 

25-29 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

30-34 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

35-39 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

40-UP 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Average 

$0 

$0 

$0 

$96 

$90 

$85 

$83 

$79 

$76 

$85 

Average  Benefit  Payment  Amounts 
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525  copies  of  this  public  document  were  published  at  an  estimated 
cost  of  $1 1 . 1 2  per  copy,  for  a  total  cost  of  $5,838.00,  which  includes 
$5,838.00  for  printing  and  $.00  for  distribution. 


